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ADVERTISEMENT. 



The original design of this publication was 
that it should serve as a sequel to one in which 
I have endeavoured to trace the causes of the 
fluctuations which had occurred down to 1822. 
And in pursuance of that design it was my in- 
'tention to introduce a detailed description of 
the circumstances which have led to the late 
crisis, with statements of quantities, as well as 
of prices, illustrative of the different points 
which it was my object to explain. But in the 
progress of my attempt, I found that to pursue 
this plan systematically would require, in the 
collection and arrangement of materials, more 
time than I could allot to it, consistently with 
the purpose of being ready for publication 
within the period in which alone the discussion 
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was likely to be of any interest or use. It 
occurred to me also, upon consideration, that 
as the greatest part of the facts which I had 
originally purposed to insert, are either matter 
of notoriety or of ready access, a detailed de- 
scription of them would have made the work 
more cumbersome, without adding, in a propor- 
tionate degree, to the force of the conclusions. 
I have confined myself, therefore, in the follow- 
ing pages, to a sketch of the most prominent 
features of the circumstances which have pre- 
ceded and accompanied the recent transitions, 
and to such statements only as are essential to 
a full exposition of my view of the general 
causes which have produced those transitions. 



Richmond Terrace, fFhitehan, 
Jan.2S, ISS6. 



INTKODUCTION. 



The period of three years, which has elapsed 
since I attempted to explain the causes which 
had produced the variations of prices in the 
thirty years terminating in 1822, has been 
signalized by fluctuations almost as great as 
in that remarkable interval, and by revul- 
sions of commercial credit, still more striking 
and destructive. 

The urgent necessity of devising means of 
preventing, or at least diminishing the range of 
such fluctuations, has been painfully brought 
home to the conviction of the public. But this 
object, if it is attainable at all, can only be 
realized by an accurate appreciation of the 
whole of the causes of the evil. No remedy can 
be applied until all the defects in the system of 
our currency be exposed. To do this as com- 
pletely as the importance and extent of the sub- 
ject would require, is a task requiring much 

B 



more leisure than I can devote to it. If there 
are a few points relating to the discussion of 
these topics^ which the following pages will be 
found to elucidate, my purpose in publishing 
them will be fully answered. 

Of the different causes which I had occasion 
to assign, in explanation of the fluctuations that 
occurred from 1793 to 1822, the alterations in 
the system of our currency, by the bank restric- 
tion and resumption of cash payments, and by 
the effects of war and the transition from war 
to peace, being wholly inapplicable to the fluc- 
tuations of the last three years, there remain 
only, 

1. The seasons. 

2. Alterations in the value of the currency*, 

* On reference to the arguments contained in my 
former work on the subject of alterations in the value of thjs 
currency, as among the concun*ent causes of the great fluc- 
tuations of prices which had occurred in the thirty years 
ending in 1822, I am sensible of an error in the mode of 
statement of the arguments, and in one or two expressions, 
which, although of no great importance, I take this opportu^ 
nity of explainiag. The whxAe scope and object of my ai^* 
ment w^ to negative the alleged influence of. the bfmk rer 
striction and resumption acts in raising and depressing 
general prices beyond the degree indicated by the difference 
between paper and gold. I did not mean to deny that there 
were g^eat fluctuations in the value of the currency during 
the period referred to, beyond the indication by Aat test : on 
the contrary, I distinctly stated, that from the powerful in* 



Hi a state of the circuialioti in which the bank 
papei is perfectly convertible. 

But Ae former not having been, in the lai^t 
three yems, characterized by any very decided 
deficieney or exuberance of general pfodtiee, 
cannot be adduced ad harbg had any ptomi- 
nent share in the rec^ti a&r they undoubtaedly 
had in the former, fluctuation^; 1 ^hall, there^ 
fore, not consider these under a distinct head, 

ducements held out to speculation, by the circumstances of 
the war and the vicissitudes of the seasons, there were great 
alternations of enlargement and contraction of country bank- 
notes, and of private paper, and credit, occasioning great tem- 
porary variations, which would equally have occurred in the 
value of the currency, independent of the bank restriction. 
But I ought, at the outset of the w(H:k, to have stated, more' 
distinctly than I did, the division of the argument into two 
branches, vte., that of alterations in the value of the currency 
arising from the suspension and resumption of cash payments, 
and that of alterations in the value of the currency from cir- 
cumstances which would have affected it independently of 
those measures. With this explanation, and with the correc- 
tion of two passages, viz,j one in page 135, second edition, line 
16, from top, where, instead of the mere word " currency,'* 
should have been inserted the words '* alterations in the 
system of the currency ;" and the other, in page 145, in last 
line but one, where I have inadvertently used the word 
*' vakte'* instead of " system of the currency," I am perfectly 
ready to abide by the result of any comparis6n of the con- 
sistency of the views idiich I then entertained with those 
which I am now bringing forward on the subject of the 

currency. 
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but only notice them incidentally. And the 
whole discussion. in the following pages will 
turn upon the degree in which the cwrrtncy has 
been connected, in the relation of cause and 
effect, with the violent transitions between high 
and low- prices, between the extremes of con- 
fidence and alarm which have prevailed in the 
commercial world. 



SECTION I. 

Upon the causes which determine the rate of interest, and 
the application of these to the late fluctuations. 

Among the most striking and important of the 
fluctuations, which have occurred within the 
period under discussion, are those of the prices 
of the British and Foreign funds : but the prices 
of the funds, in as far as there is no question of 
-risk, are neither more nor less than the mea-. 
sure of the variations in the rate of interest. In 
accounting, therefore, for the great^alterajtions 
in the. prices of government annuities and secu- 
rities, it becomes ^ desirable, as a preliminary 
step, to investigate the circumstances on which 
the rate of interest depends. It will, appear, 
moreover, that the rate of interest enters as 
cause and effect into every consideration of the 
regulation of the paper currency in this country ; 
it would be difficult, therefore, if not impossible,, 
to proceed intelligibly in the discussion of the 
manner in which the paper circulation has been 
administered, or of the merits of the system 
itself, without something like a clear under- 
standing of the causes which influence that 
rate. 
The commonly received opinion, and. that 
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which is generally adopted by political econo- 
mists is, that the rate of interest is governed by 
the rate of profit. In an article in the Edinburgh 
Review, No. 79, under the title " Standard of 
National Prosperity," pp. 8 and 9, which is 
nearly a transcript of some of the opinions con- 
tained in the lectures delivered by Mr. Mac 
CuUoch, is the following passage: ''Interest 
rises as the rate of profit rises, and falls as it 
falls: the one is directly as the other.*' It is 
admitted, in the sa^e passage, that *' it is often 
difficult to determine what is the precise ave« 
rage rate of profit at any particular period ; but," 
the reviewer adds, " it is never difficult to de- 
termine whether it is higher or lower at one 
period than another, or whether it is rising or 
felling. '^ ** For," he goes on to say, ''this may 
always be learned with the greatest facility from 
the rate of interest paid for capital lent on good 

security/' 

My only purpose, at present, is to inquire 
in what respect the rate of interest is an index 
of the rate of profit, and how for the former 
depends upon the latter. Without entering 
therefore into the question, whether the rate of 
profit ever has been, or is, or ever can be deter- 
mined, as applied to the return to capital, in a 
national point of view, I would ask, whether the 
rate of interest, at any particular period, is in- 



dicati ve of past, present^ or fiaAure profit ? PmH 
profits^ the prewnt rate of interest cannot indii- 
oate, because the capital borroWed for the 
purpose of obtaining that prbflt, has, by the 
«u^ositioav been realized, < and the borrower 
has, for that puipose, no further object in pay- 
ing for the use of the capital. Present profits, as 
contra-idistinguished from past or future, cannot 
be said to ^st. When they have been reaU 
ieed, they are past ; as long as they depend on a 
contingency, they are future or expectdd profits* 
The proposition, then, resolves itself into this. 
That the rate of interest^ at any time^ indicates 
the degree of e}q>ectation of profit : and then^ as 
it is assumed that the expectations of those who 
borrow money, with a view to profitable em- 
ployment^ are likely, on an average, or in the 
long run, to be realized, the average rate of in* 
terest may be supposed to bear some proportion 
to the rate of profit Thus, on an average of 
some indefinite number of years, sufficient to 
equalise the efiects of seasons, political and 
commerciaL changes^ alterations in the value of 
money, and every source of miscalculation, 
the customary rate of interest might be assumed 
to besit some proportion to the rate of profits 
But, even on this supposition, the rule would 
be of little practical utility in the application 
to passing occurrences, or to determine whether; 
in any period so short as three or, foqr^or evei^ 
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ten years, the rate of profit was higher or 
lower, rising or falling, compared with any other 
equal period. The author, however, of the 
article which I have quoted, infers, that be- 
cause the rate of interest at the precise time 
when he was writing, had fallen, and was appa- 
rently falling, the rate of profit, and the power 
of accumulation in this country, were dimi- 
nished in a corresponding degree. By the same 
rule it might be inferred, that, as within the last 
few months the rate of interest has risen consider 
rably, the rate of profit and the power of accu- 
mulation are, in the present distressed state of the 
commercial community, greater than they were 
two years ago : nay, even extending the remark 
to longer periods, viz. of ten or twenty years* 
duration, what, according to that rule, would 
be the inference as to the rate of profit ? Cer- 
tainly this : that as, during the whole of the last 
century, and the twenty-five years of the pre- 
sent, the average, or customary rate of interest 
on good security, was higher during the periods 
of war, than in the intervening periods of peace, 
the rate of profit, and consequently the power 
of national accumulation, must have been 
greater in the periods of war than in the pe- 
riods of peace. But as I believe that no person 
conversant with the nature of. the money 
market would for a moment doubt that in every 
future war, if of any extent and duration, the 



rate of interest not merely on government secu^ 
rities, but on all safe investments, would be 
higher than in an equal period of the preceding 
or succeeding peace, the proposition would, 
upon the grounds supposed, admit of being 
generalized thus : That the rate of profit, and 
the power of accumulation, must be greater in 
war than in peace ; and the final conclusion 
would be, that perpetual war would be attended 
with perpetual prosperity : a conclusion so mon- 
strous, that it must naturally lead to a suspicion, 
or rather to a conviction, that the premises are 
unsound. 

I am inclined to think that one of the funda- 
mental errors of the doctrine in question is^ 
that the following consideration is overlooked; 
viz: that while the returns to the whole of 
the national capital laid out with a view to 
reproduction, are, and must be, estimated in 
kind*, (supposing that there were means of 
making such estimate,) the rate : of interest is 
always computed in money; consequently, pro- 
fits estimated in money are not, necessarily, in 
the ratio of national profits estimated in commOt 
dities : the variation of the one is not, therefore, 

* And that the author of the article which I have quoted 
supposes the estimate of profit to be made in kind, or in the 
quantity of commodities, may be collected from what he 
states at p. 14 to 16 of that article, and, indeed, from the 
whole .coonie of his reasoning. 
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necessarily indicative of tfa^y ariatioii of (&e otber i 
it would be incumbent on the reviewer, in 
Ijie first instance, to point out the invariable 
connexion between the returnB to national 
capital, estimated in kind, and the returns to 
individual capitals, estimated in money ; and in 
the next place, the invariable equality of the 
proportions of the whole national capital, com- 
pared With its productiveness^ and of the supply 
of monied capital seeking secure investment, 
compared with the demand for the use of such 
capital, by persons having good security to 
offer, this latter being the condition by which 
the rate of interest is determined. This, the 
author whom I have quoted has not attempted 
to do. 

. Another source of error in the reasoning, which 
seems to lead to the conclusion which I have 
pointed out, is the unqualified assumption, that 
money is borrowed with a view only to repro- 
duction, or in other words, for profitable em* 
ployment. The assumption is an unqualified 
one, otherwise it would not bear out the con- 
clusion. For admitting that such may be the 
case in the majority of instances, the exceptions 
might be, as they are, so large as to destroy the 
application of it to the business of real life. 

A third source of error consists in overlook- 
ing the consideration, that monied capitals may 
increase in a greater ratio than the means of 
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employing them, without personal superintend^ 
ence, although the sources of production, and 
the degree of their productiveness may likewise 
have increased. And thus the interest on the 
best securities, involving no trouble, may fall^ 
as the returns to mercantile, or other profes* 
sional skill, rise. 

Having thus noticed what I conceive to be 
the errors of a doctrine, which proceeding from 
a writer whose opinions have deservedly very 
great weight, might, if not pointed out, lead to 
injurious practical results, I will proceed to 
state what occurs to me in explanation, of the 
causes of the variations in the rate of interest. 

I should define the rate of interest to be that 
proportional sum which the lender is content 
to receive, and the borrower to pay, annually, 
or for any longer or shorter period, for the use 
of a certain amount of tnofded capital*, without 

♦ To distingniah with perfect accuracy between monUd 
capital and currena^ is a matter of some difficulty, and 
perhaps would require a detailed analysis of every species 
of mercantile transaction. In general terms, however, that 
may be called monied capitcU which is lent on the security 
of bills, that is, on discount, on mortgage, or on any other 
kind of security ; — while currenq/ is that medium^ whether 
consisting of gold, notes, bills, or credit, by which the 
purchase of commodities is effected. In ordinary discourse, 
both monied capital and currency are called money ^ and the 
market for tnonied or disposable capital is called the moneff^ 
market, and hence much confusion arises from the use of 
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any consideration for trouble in the collection 
of the income, or for risk as to the punctual 
repayment of the interest or principal at the 
stipulated periods. Whatever is received by 
the oWner of a monied capital foe the loan of 
it, beyond that rate, ought to be considered 
in the light of a remuneration for risk or 
trouble. 

In this view, the rate of interest is the measure 
of the net profit on capital. All returns beyond 
this, on the employment of capital^ are resolva- 
ble into compensations under distinct heads, 
for risk, rouble, or skill, or for advantages of 
situation or connexion. When the owner of a 
capital employs it actively in reproduction, he 
does not come under the head of those capital- 
ists, the proportion of whom, to the number of 
borrowers, determines the rate of interest. It 
is only that class of capitals, the owners of which 
are unwilling or unable to employ their money 
actively themselves, which has any immediate 
influence on the rate of interest. 

This is the description of capitals which M. 
Say calls Capitaux disponibles. 

S 

the word moneys where monied capital is meant. M. Say 
notices this distinction between money and disposable capitaly 
and the errors to which the confounding of the two terms 
together has given rise, in his excellent and justly celebrated 
work " Traite d'Economie Politique," p. 112. etseq. 
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The possessors of disposable monied capitals, 
who operate on the rate of interest as lenders, 
may be classed under the following heads : 

1 . Persons or bodies of persons, trustees, 
or others, who are precluded by legal or other 
disability from investing any money which they 
have to lay out, in any security that is attended 
with either risk or trouble. Banks, whether 
corporate, or consisting of private individuals, 
in as far as they conduct their business ac- 
cording tQ correct banking principles, may be 
reckoned under this head. It is perfectly pos- 
sible that, within certain limits, an increasing 
proportion of national monied , income may be 
accumulated in the hands of persons or bodies 
coming under this description, to such an 
amount that if the borrowers who have secu- 
rities to offer which involve neither risk nor 
trouble to the lenders, be limited to a certain 
number, the rate of interest upon . such se- 
curities may be depressed in almost any 
degree*. It is clear, in this point of view, 
that a fall in the rate of interest on the best 
securities is ho criterion of the returns to 

* It is on this account that an increased issue of Bank of 
England, and other bank, notes in the way of loans to go- 
vernment, or of discount on mercantile bills, contributes to 
reduce l^e rate of interest, when there is no corresponding 
increase of borrowers having the most undoubted security 
to offer. 
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capital actively employed, which involres the 
Decessity of ride, trouble, and skill. If by any 
financial operation, brought about without any 
intennediate disturbance of property, as for 
inatance, by an efiectire sinking fund, onr 
national debt were reduced to one or two Iwn- 
dred millioDs, it is not inconceivable that any 
perpetual annuities offered by government, 
within that amount, would fetch fifty years' 
purclutse, or ip other words, that the rate of 
interest, all other things remaining the same^ 
would, on such securities, be reduced as low 
as two per cent, per annum. 

Astateof war, on the other hand, may easily 
be supposed to raise the rate of interest by 
creating a supply of that desmption of security 
to a larger amount, and more rapidly, than covU 
be absorbed by the accumulations of the ciasa 
coming under this head. A rise in the rate of 
intere^ is, therefore, a condition for obbining 
the requimte funds from the other classes of 
persons poseessiug monied capiiala 

Hence it may be seen why the rate of in- 
terest, as measured by securities involving no 
risk or trouble, should be lower in peace than 
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trouble, with little if any risk, and who inv^at 
their monied capitals in mortgages, grooad^ 
rents, or in loans on goods and other aeeu* 
rities involving the necessity of superinten- 
dence, and in(»re or less of trouble and 
ei^ertion in collecting the apnual interest In 
proportion to the diflSiculty of obtaining good 
securities of this kind» except at a redpoed 
rate of interest, this class would be liable to 
m^rge into the next class which will be 

» 

mentioned. 

The prevalence, however, of habits, of pru- 
dence, and the consequently increasing propor- 
tion of the national income accumulating in the 
hands' of this, as well as of the first class, would 
enable persons possessing skill for the active 
employment of capital^ or enjoying advantages 
of situation or cpnnexion, and, offering snflS^ient 
security, to retain a larger portion of the re^ 
turns, as a compensation for their risk, trouble, 
and skill Supposing: the wbioile returns to 
capital to remain the same» a diminishing pro- 
portion might: go as the net profi^t to the 
mopied. capitalists and an increasipg oiae to 
mercantile, manufacturing! ferming^ pr other pror 
fessi^;»pal skill These returns-^ beyond the mere 
interest of, money, and beyond what may arise 
from rent or the monopoly of situation, con? 
ne«ion, &c.> M, Say classes under the hejid of 
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profits industriels, as contra-distingui&hed from 
profits de capUaux^ a distinction which our eco- 
nomists might adopt with advantage. 

3. Persons, who, in order to obtain a higher 
rate of interest, or a higher price for the use of 
their monied capitals, are willing to run an 
extra degree of risk in the investment of them, 
but without bestowing personal labour, or pos- 
sessing any technical knowledge or skill, to 
qualify them for the active management of such 
investment. 

This is a class, the extent of which could 
not have been adequately conceived till the ex- 
perience of late years, in which the success of 
foreign loans, and mining schemes of the most 
hazardous nature, proves how many per- 
sons there were in this country, who, having 
some property, were willing to embark it in 
enterprises of more or less hazard, provided 
that such enterprises promised on the face of 
them to yield more than the common rate of in- 
terest, without requiring labour or skill. In pro- 
portion as the funds of this class have been 
absorbed in successive payments to the loans 
and schemes, they must have been withdrawn 
from the competition with the two first classes 
of lenders, and this new mode of investment 
must, consequently, have operated thus far in 
preventing a fall, if not, in occasioning a rise, in 
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the rate of interest on the best securities in this 
country. At the same time that the progressive 
reduction, in the rate of interest, on the best 
securities, must have detached maHy monied 
capitalists from the two first classes, and 
brought them into the third. There can be no 
doubt, therefore, that the fall in the rate of in- 
terest, an artificial one as it now. appears, was, 
in some degree, a necessary condition of the 
success of those loans and schemes to the ex- 
tent to which they were carried. 
- The three classes of persons here enumerated 
as being lenders of monied capital, include 
those, who, being actively engaged in trade, 
manufactures, or farming, accumulate more 
than they can re-invest in their own occupation, 
with the prospect of getting the ordinary rate 
of interest, after allowing for a remuneration 
for their labour and risk. 

A material consideration to be here borne in 
mind is, that it is only as long as those capitals 
are floating, or disposable, that they operate on 
the rate of interest. When once they are in- 
vested, whether for a long or a short time, they 
are out of the competition of Imdable capitals, 
and cease to affect, directly, the rate of interest. 
Thus, if I have invested my monied capital in 

the discount of bills, however undoubted in point 

c 



18 

of security, and at however short a date, that 
sum is withdrawn from the amount of floating 
or disposable capital. I may, indeed, if I have 
a sudden occasion to require so much money for 
immediate use, get the bills re-discounted for 
me, but then this sum must be withdrawn from 
the amount of floating or disposable capital in 
other quarters. 

These being the principal heads under which 
the lenders of monied capitals may be classed, 
constituting one of the conditions on which the 
rate of interest depends, viz., the supply, it re- 
mains to consider what is the description of the 
borrowers, who constitute the deimmd. These 
may be classed as follows : — 

1. Persons who have the prospect of being 
able to employ a capital beyond their own funds, 
in such a manner as to afibrd a return adequate 
to remunerate them for their trouble, and skill, 
and risk, after replacing the amount advanced, 
together with the sum stipulated for the use 
of it. 

2. Persons who, having embarked the whole 
of the capital which they possessed, and having 
entered into engagements which require larger 
advances, and afibrd smaller returns than they 
had anticipated, call for a further sum, of such 
an amount, as their securities, or credit, enable 
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them to obt£un» in order to make up for the de- 
fidency, or temporary absence of the retunis 
which they had reckoned upon. 

3. Persons who have occasion to borrow^ in 
order to supply the means of unproductive ex- 
penditure beyond their income* This head in- 
cludes a great number of borrowers, having 
various kinds of securities. It embraces not 
only those who are proprietors of lands and 
houses, which admit of being mortgaged, or 
who have personal security to offer, but the 
government, which may mortgage the revenues 
of the state. Under this head may be con- 
sidered the agents of foreign governments, who 
may raise loans in this country, or, in more 
general terms, may offer foreign government se-^ 
curities, which hold out adequate temptation 
for investment on the part of capitalists in this 
country. 

An attempt at a classification of particulars 
like thes^, may appear to some too much like a 
parade of science ; but it is only by treating the 
subject in this way^ that ike causes of variaticm 
in the current rate of interest can be extricated 
from the confusion in which they are involved 
by the attempts which have been made, in 
discussions purely scientific, to account for all 
such variations by the supposition of correspond- 
ing alterations in the rate of profit. 

c 2 
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The simplest way, as it strikes me, on all 
such occasions, is, where any thing like an 
analysis can be made, to consider, in the first 
place, the effect of an alteration in each class 
of the circumstances under consideration sepa- 
rately, the others remaining the same, and then 
to trace the influence of any variation in each 
class on all the others. To do this completely, 
however, would require a much greater length 
of discussion than would be consistent with the 
immediate object of the present inquiry ; and I 
shall content myself with pointing out the 
manner in which the state of the currency 
affects the conditions of the rate of interest, and 
in which the change of these conditions again 
affects the state of the currency. 

Suppose thatj at a given time, all these con- 
ditions were in their ordinary state, and that 
the current rate of interest were, consequently, 
steady, it is very easy, then, to conceive how a 
sudden increase in the issue of paper, by banks 
of circulation, may disturb that state of things, 
notwithstanding that the amount of such increase 
may be apparently small, when compared with 
the whole of the national capital; for it is not 
with the whole, nor even with any conside- 
rable part of the national capital, that what I 
consider as a nominal addition to it, by a fresh 
issue of bank promissory notes, comes in com- 
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petition. The amount of capital seekipg invest- 
ment, at any given time, jnay easily be imagined 
to be so limited, that what, might otherwise 
appear to be an insignificant sum, may yet be 
a large, proportion of that amount, and may, 
consequently, produce a great temporary de- 
pression in the rate of interest, on that de- 
scription of security for which it comes directly 
into competition. 

But in reducing the rate of interest on the 
best class of securities, this competition drives 
the possessors of capital seeking investment, to 
the alternative of submitting . to a diminished 
income, or of running a risk which they other- 
wise would not have, done, in the disposal of 
it. And it is, inmost instances, the proprie- 
tors of the smaller capitals, being those upon 
whom the reduction, of income presses hardest, 
who have recourse to the more hazardous in- 
vestments, whether on comparatively slender 
private security, or in sleeping partnerships, or 
in joint^stock companies, or in foreign loans. 

It must be evident that the same reduction 
of interest, which leads the possessors of float- 
ing capital to incur an extra risk in their invest- 
ments, is likely to induce persons who have 
credit, and who are in the active employment 
of capital, to extend their engagements, if there 
be any speculative ground for anticipating an 
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advance of prices. This they may do, either 
by purchases on credit, to a greater extent than 
usual, or by borrowing at the reduced rate of 
interest. If the reduction in the rate of interest, 
and the facility of credit thence arising, should 
coincide with a tendency from other causes, 
to a speculative rise of prices, and with the 
opening of new fields for enterprise, there will 
naturally be a great extension of the demand 
for the loan of capital, by borrowers under the 
first head. 

In the period, however, the consideration of 
which will form the chief subject of the present 
inquiry, the increase of borrowers under that 
head, in consequence of the disposition to spe- 
culate, and to form joint-stock companies, had 
not any immediate or very sensible effect in 
raising the rate of interest : it merely prevented 
the greater fall, which, otherwise, must have 
been occasioned by the immense augmentation 
of paper, or nominal capital*, which was created 

* I make a distinction between capital in the scientific use 
of the term as applied to the actual funds destined for re- 
production, consisting of raw materials, &c., and monied 
capitaL In a settled or uniform state of the currency, how- 
ever, and in the ordinary use of credit, these two terms may 
he considered as identical or convertible. But during the 
progress of an increase of the currency there is a factitious 
increase of monied capital^ and this I have called nominal^ 
which comes in competition with the pre-existing monied 
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during that period, as will be hereafter more 
particularly noticed. The supply of nominal 

capital ; and it is while in this state of increase that it both 
reduces the rate of interest, and dimimshes the value of 
money. It cannot eater into circulation otherwise than by 
iieducing the rate of interest, other things remaining the 
same ; as it must inevitably, at the time it is issued, increase 
the number of lenders, or diminish the number of borrowers. 
The additional currency, in whatever way it comes into 
circulation, and Aether it is in the form of gold or paper, 
or mere credit, must, eventually, raise the price of commo* 
dities and labour. But as almost every increase of paper, 
excepting what is paid by the bank for bullion, is issued in 
the way of loan, either to government, or to individuals, 
it is likely to affect the rate of interest in the first instance, 
before it comes in contact with commodities. And this may 
account for an observation which I have heard made, and 
\diich appears to me to have some ibnndatioii, and that isf 
that the effects of an increased circulation are perceivable in 
an advance of the fiinds, and other securities bearing inte* 
rest, before they can be traced to the prices of commodities: 
and the converse holds with regard to a diminntion of the 
currency while in progress. When the amount of the cur<* 
rency has become settled, for any length of time, at a par« 
ticular level, it is immaterial, as relates to the rate of inte- 
rest, -vdiether the level of the currency be at one half or at 
double of its former value : the rate of interest will then be 
governed entirely by the supply of, and demand for, capital, 
as resulting from circumstances independent of the currency. 
But it cannot be too constantly borne in mind, that every 
alteration in the amount of currency produces a temporary 
effect upon the rate of interest. 
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capital was increased, during that period, in a 
ratio equal to, if not beyond, that of the imme- 
diate increase of demand, great as it was. 

In the early progress of a general specula- 
tion, the immediate absorption of, capital is com- 
paratively small. The increased demand for 
capital by the class of borrowers described 
under the first head, may not only not outrun 
the increased supply of nominal capital, created 
by an enlargement of the circulating medium, 
so as to produce a rise in the rate paid for the 
use of such capital, but the enlargement of the 
circulating medium may be, and, indeed, com- 
monly is, under such circumstances, so large 
as to produce ^fcUl in the rate of interest. But 
the case, in the further progress and termina- 
tion of a general speculation, is widely different. 

There is, then, an immense increase in that 
class of borrowers, which comes luider the 
second head; and in proportion as the faci- 
lity of obtaining credit, as indicated by a low 
rate of interest, has been such as to give 
great latitude to speculation, there will be an 
increased demand for capital, and the intensity 
of the demand will be indicated by a great rise 
in the rate of interest. The demand is no 
longer limited, as it was, by the prospect of ad- 
vantage to be made by the outlay of the capital, 
after defraying the rate required for the use of 
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it ; it is now limited only by the utmost extent 
of the securities of every description, which all 
persons who have, entered into engagements 
beyond their own immediately available or con- 
vertible capital can bring forward. If, there- 
fore, the nondncU amount of capital were the 
same as it had been when the disposition to 
over-trade was at its height, there would, by 
the rapidly increasing absorption of funds, and 
the consequently urgent wants of the borrowers, 
be a considerable rise in the rate of interest. 
"No complaint (observes Dr, A. Smithy Wealth 
of Nations y vol. ii. p. 151 and 152) is more 
common than that of a scarcity of money. 
Money, like wine, must always be scarce with 
those who have neither, where withal to buy it, 
nor credit to borrow it. Those who have either, 
will seldom be in want of the money, or of the 
wine, which they have occasion for. This com* 
plaint^ however, of the scarcity of money, is not 
always confined to improvident spendthrifts ; it 
is sometimes general through a whole merr 
cantile town and the country in its neighbour- 
hood : acer 'trading is the common cause of it. 
Sober men, whose projects have been dispro^ 
portioned to their capitals, are as likely to have 
neither wherewithal to buy money, nor credit to 
borrow it, as prodigals, whose expense has been 
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disproportioned to their revenue. Before their 
projects can be brought to bear» their stock is 
gone, and their credit with it. They run about 
everywhere to borrow money, and every body 
tells them that they have none to lend/' 

But coincidently with, and partly arising 
out of the very circumstances which entail a 
recoil of the speculation, and a consequent in- 
crease of the number of borrowers, is the occur- 
rence of a great diminution of the amount of 
disposable or monied capital. All that part of 
the nominal capital which arose out of the in-> 
crease of the circulating medium, beyond what 
the ultimate reference and necessary subsidence 
to a level with the value of gold, in the rest of 
the commercial world, could admit of being 
retained in circulation, is swept away by 
the process which I have, on former occasions, 
described. Not only is there a very great dimi- 
nution of the amount of disposable capital, from 
this cause, but a further reduction must be 
allowed for, from the large proportion of per- 
sons, bankers and others, who having, in ordi* 
nary times, and during the general prevalence of 
prudence in the conduct of business, confined 
themselves to the safest and most convertible 
securities, have been tempted, if not driven by 
the low rate of interest, into loans on doubtful 
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or inconvertible securities, and, perhaps, into 
engagements by which they are themselves 
brought into the class of borrowers. 

Thus, while the demand for capital is in- 
creased in a very great degree, the supply of it 
is diminished, not only relatively to the in- 
creased demand, but to the former amount of 
supply. There can, therefore, be no diflficulty 
in such cases, in accounting for the great rise 
in the rate of interest. And this process has 
been strikingly exemplified in the recent state 
of the money-market*. 

* The following extract from a paper published at New 
York in July last, describing a state of things very similar 
to that which we have lately witnessed here, and arising 
from similar causes, may, perhaps, not be uninteresting as 
an illufltration of the foregoing remarks : — 

** The scarcity of money is probably greater in Wall-street 
at this moment than it has been for many years ; the full 
explanation whereof, it would perhaps be difficult to ascer- 
tain. Some of the causes may, however, be assigned. 
Among the most prominent, we should be disposed to place 
that of the many new companies incoq)orated by the last 
Legislature. It was assumed as a fact, both by the petitions 
for these companies, and by the Legislature itself, that a 
great mass of unemployed capital was lying idle in New 
York, to which these companies would afford the means of 
profitable investment and employment. This assumption 
was, in our judgment, unfounded. We do not believe there 
Was any excess or superabundance of capital ; and all calcu- 
lations, therefore, made on the existence of such were er- 
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roneous. New companies, however, were chartered, and 
great demand was created for these stocks — a spirit of spe- 
culation was engendered, and men of all descriptions and 
degrees, were seen striving to get shares in this or that 
bubble, not with any view to (for most of them had not the 
means of) a permanent investment ; but calculating that, by 
good management on the part of the directors, and from the 
craving of the superabundant capital for employment, these 
shares must rise. Hence persons without any means, or any 
judgment or knowledge in such matters, became subscribers ; 
borrowing, on the pledge of their shares, the money to pay 
for them, until, by a repetition of this process, one and the 
same sum was often made to represent as many times its 
value as there were new companies. All of a sudden, how- 
ever, in the natural course of trade, that capital which was 
deemed superabundant, but which was in fact only awaiting 
its usual and accustomed modes of employment, is called 
for — t]lie purchaser of cotton has to pay for it — the importer 
of goods has to remit, the projector of distant voyages has to 
prepare his funds. Moreover, receipts from foreign ship- 
ments have fallen short of expectation. The adventures 
round Cape Horn and to the Brazils, in flour, &c., have 
brought back few or no returns ; the markets are glutted — 
the shipments to the Spanish Main, of dry goods, have been 
overdone. The pause in cotton abroad has interrupted sales ; 
hence, fronr all these combined causes, the merchant is 
thrown upon his resources at home, and the money that had 
been lent on pledges of stock, is recalled to its natural and 
proper vocation. But how is it to be repaid ? The borrowers 
of it must sell the stock given to secure the loans. But' the 
very demand for money, for the purposes above enumerated, 
dampens the spirit and means of speculating in the stocks, 
and sales cannot be made therefore without great sacrifices. 
What is the consequence ? The holders for the rise make 
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every possible effort to avoid the necessity of selling ; they 
borrow anywhere and everywhere, and at every rate of in- 
terest. They besiege the Banks, the Insurance Companies, 
and individuals — for they must, at some sacrifice or other, 
repay what they have borrowed, or their career is up ; and 
it is precisely, as we are informed, among this class of spe- 
culators, that the distress for money is most severely felt. 

*' Another cause, perhaps, of the scarcity of money, and 
of the extreme unwillingness of the banks to discount, is the 
disproportion between the specie in bank, and the paper in 
circulation. It is very — we should say, if censure could be 
made to bear where it ought — inexcusably great. How this 
has happened, it would at this moment carry us too far to 
inquire, though we may attempt it hereafter. The &ct, 
however, is indisputable." 

The following extract of a Letter from an eminent mer- 
chant in New York, dated 23rd November, is likewise 
strongly corroborative of my observations respecting the 
effect produced on the interest by the recoil of extensive 
speculations: — 

" No bill of exchange can be sold here but on credit of 
two, three, and four months; and such is the precarious 
state of commerce, that such payments are hazardous in the 
extreme, and paper discounted at from 1^ to 3 per cent, per 
month. Failures are consequently daily occurring, and nu- 
merous ; some, to a considerable amount." 
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SECTION II. 

Upon the high aiid low Prices of the last three Years, and 
upon the Degree in which these have been connected with 
the State of the Curr^acy. 

The phenomena of the high and low prices, 
which have occurred within the three last years, 
may be classed under two distinct heads. 

The first comprehends those articles of which 
the rise of price may be clearly traced to a de- 
ficiency of supply, arising from the operation of 
natural or artificial causes, such as the seasons 
or other casualties in some instances, and in 
other instances from the more permanent influ- 
ence of monopoly, as in the case especially of 
articles of food, this class of commodities still 
maintaining a high range of prices. 

The second comprehends the commodities 
and other objects of exchange, which, having 
risen more or less, as a consequence of un- 
founded speculation, have, in the majority of 
cases, subsided to, and in some below, the level 
from whence they rose. 

The latter class is that alone, the great va- 
riation in the prices of which can fairly be 
ascribed to the operation of the currency ; but 
it embraces objects of such extent and im- 
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portance, as fully to account for the alternation 
of general excitement and despondency, and for 
the appearances of unbounded commercial pro- 
sperity, succeeded by every indication of de- 
pressioUi stagnation, and discredit, which have 
marked the period under consideration. 

That a great part of these fluctuations of 
prices may be ascribed to the state of the cur- 
rency, is, a priarh to be inferred from princi- 
ples generally admitted: for the theory of 
money alon^ would lead us to expect, in cases 
where a great alteration in the prices of nume- 
rous and extensive classes of commodities or 
other objects of exchange, cannot be distinctly 
traced to any adequate difference in the circum^ 
stances affecting the supply and demand, that 
there must have been some corresponding alter- 
ation in the amount of the circulating medium* 
The correctness of this inference d pnon, admits, 
in the present instance, of being confirmed by 
direct evidence of the fact of an enlargement 
of the circulating medium, sufficiently consi- 
derable in point of amount, and coincident in 
point of time, to account for the rise of prices : 
while, on the other hand, in the absence of any 
direct evidence of the relative amount of Bank 
of England notes, since the fall of prices has 
occurred, the extensive destruction of the cir- 
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capital waa increased, during that period, in a 
ratio equal to, if not beyond, that of the imme- 
diate increase of demand, great as it was. 

In the early progress of a general specula- 
tion, the immediate absorption of capital is com- 
paratively small. The increased demand for 
capital by the class of borrowers described 
under the first head, may not only not outrun 
the increased supply of nominal capital, created 
by an enlargement of the circulating medium, 
so as to produce a rise in the rate paid for the 
use of such capital, but the enlargement of the 
circulating medium may be, and, indeed, com- 
monly is, under such circumstances, so large 
as to produce a/a// in the rate of interest. But 
the case, in the further progress and termina- 
tion of a general speculation, is widely different. 

There is, then, an immense increase in that 
class of borrowers, which comes under the 
second head; and in proportion as the faci- 
lity of obtaining credit, as indicated by a low 
rate of interest, has been such as to give 
great latitude to speculation, there will be an 
increased demand for capital, and the intensity 
of the demand will be indicated by a great rise 
in the rate of interest. The demand is no 
longer limited, as it was, by the prospect of ad- 
vantage to be made by the outlay of the capital, 
after defraying the rate required for the use of 
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it ; it is now limited only by the utmost extent 
of the securities of every description, which all 
persons who have entered into engagements 
beyond their own immediately available or con- 
vertible capital can bring forward. If, there*- 
fore, the nominal amount of capital were the 
same as it had been when the disposition to 
over-trade was at its height, there would, by 
the rapidly increasing absorption of funds, and 
the consequently urgent wants of the borrowers, 
be a considerable rise in the rate of interest. 
** No complaint (observes Dr. A. Smith, Wealth 
of Nations, vol. ii. p. 151 and 152) is more 
common than that of a scarcity of money. 
Money, like wine, must always be scarce with 
those who have neither wherewithal to buy it, 
nor credit to borrow it. Those who have either, 
will seldom be in want of the money, or of the 
wine, which they have occasion for. This com- 
plaint^ however, of the scarcity of money, is not 
always confined to improvident spendthrifts ; it 
is sometimes general through a whole merr 
cantile town and the country in its neighbour- 
hood : over-trading is the common cause of it. 
Sober men, whose projects have been dispro^ 
portioned to their capitals, are as likely to have 
neither wherewithal to buy money, nor credit to 
borrow it, as prodigals, whose expense has been 
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capital was increased, during that period, in a 
ratio equal to, if not beyond, that of the imme- 
diate increase of demand, great as it was. 
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longer limited, as it was, by the prospect of ad- 
vantage to be made by the outlay of the capital, 
after defraying the rate required for the use of 



25 

it ; it is now limited only by the utmost extent 
of the securities of every description, which all 
persons who have, entered into engagements 
beyond their own immediately available or con- 
vertible capital can bring forward. If, there*- 
fore, the nominal amount of capital were the 
same as it had been when the disposition to 
over-trade was at its height, there would, by 
the rapidly increasing absorption of funds, and 
the consequently urgent wants of the borrowers, 
be a considerable rise in the rate of interest. 
" No complaint (observes Dr. A. Smithy Wealth 
of Nations, vol. ii. p. 151 and 152) is more 
common than that of a scarcity of money. 
Money, like wine, must always be scarce with 
those who have neither wherewithal to buy it, 
nor credit to borrow it. Those who have either, 
will seldom be in want of the money, or of the 
wine, which they have occasion for. This comr 
plaint^ however, of the scarcity of money, is not 
always confined to improvident spendthrifts ; it 
is sometimes general through a whole merr 
cantile town and the country in its neighbour- 
hood : over-trading is the common cause of it. 
Sober men, whose projects have been dispro- 
portioned to their capitals, are as likely to have 
neither wherewithal to buy money, nor credit to 
borrow it, as prodigals, whose expense has been 
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In such instaaces it was clear that a reduc-* 
tion of the other compouBnt parts of the circu- 
lation had taken place in a proportion greatly 
beyond the increase of Bank of England notes, 
and that the total of the circulating medium 
was diminished. 

But I had further occasion to shew that if, 
under circumstances favourable to speculation, 
and/ consequently, to the extension of country 
bank notes, and private paper, an extended 
quantity of Bank of England notes were issued, 
the rise of prices would be so much the greater 
and more rapid. 

It so happens in the instance before us, that 
the extension of the bank circulation took place 
at a time, when other circumstances were 
contributing, in a remarkable degree, to ex- 
cite speculation, and when, even if the bank 
issues had remained stationary, there would, in 
all probability, have been an increase in the 
general circulation, by means of the country 
bank notes and private paper.. 

After the close of 1822, there was a pro- 
gressive rise in the prices of agricultural 
produce. This rise may be referred chiefly 
to the following causes. — 

Of corn, the produce of 18212, although very 
fine in quality, was a bare average in quantity. 
The glut, which had previously existed, had 
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been abated by the increased consumption 
consequent on the low prices; and as the 
harvest of 1823 was not above, and that of 
1824 was rather below an average produce, 
the stock on hand, which had previously been 
of extraordinary magnitude, was undergoing a 
gradual diminution. This circumstance com- 
bined with a still increasing population, has 
brought the monopoly created by the Corn 
laws into full operation, and a higher range of 
prices has been the consequence. 

Of meat, the rise in price is easily accounted 
for by the unusually extensive slaughter of 
cattle and sheep during the great depression of 
prices three years ago, and by the prevalence 
of an extensive rot among the latter, in conse- 
quence of the extreme wetness of the autumn 
of 1824, leaving a reduced number to meet 
the demand^. This rise in agricultural pro- 
duce afforded the means for an extension of 

* That the rise in the price of com, and of fanning stock 
in general, was the cause rather than the effect of the 
increase of the issues of the country banks, /tnay, I think, 
fairly be inferred from the following considerations. While 
the prices of all other commodities which, without being 
in deficient supply, rose between the close of 1824, and the 
first three or four months of 1825, from 30 to 50 j and, in 
some instances, as high as 100 per cent, have fallen in the 
last three months of 1825, to, or below the level froni 
which they rose ; the prices of com, and of meat, have been 
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the issues of the coiantry banks; and ac- 
cordingly it s^pears from the following official 

on the average of the corresponding periods, as high in the 
latter period as in the former. The comparison will stand 
thus: — 

^g^^Bte average of the six weeks ending — 



Wheat. 
*• d, 
68 6 


B«r1ey. 

8, d. 

40 8 


OaU. 

8. d, 

S8 4 


Bye. 

8, d, 

88 4 


Beau. 
8, d. 
40 7 


Pewe. 

8. d. 

47 T 


69 1 


88 II 


84 8 


89 7 


87 9 


89 9 


64 4 


41 2 


26 8 


44 1 


45 9 


48 10 



Dec. 94, 1894, 
Mar. 81, 1889, 
Dec. 96, 1825, 

Hence it will appear that notwithstanding the great con- 
traction of the circulation of the whole kingdom during the 
last six weeks of 1 825, the price of all grain, wheat ex- 
cepted, was higher than even during the great speculations 
of the first three months of that year. The fall in wheat, 
since that time, may he accounted for, first, hy the admission 
of hetween three and four hundred thousand quarters of fo- 
reign, which were honded prior to May, 1 822, and hy the 
circumstance of the wheat-crop of 1825 having been both 
early and abundant. As to barley, it is well knovm that 
it was artificially, kept down, in order to prevent the ports 
opening for it in August last, and that the subsequent rise, 
which admitted the importation, was from scarcity over- 
powering both that effort and the effect of the contraction 
of the currency which was already felt. 

The prices of the best meat in Smithfield market, as quoted 
from the Farmer's Journal^ are as follow, viz : 





Highest 


Bbbf. 

Lowest. Mean. 


Mutton. 
Highest, Lowest. 


Mean. 




8, d. 


'. d. 8, d. 


8, d, 8. d. 


«• d. 


Last Quar. of 1824, 


4 10 


4 4 5 


5 4 9 


4 7 


First Ditto 1895, 


5 9 


4 10 5 


6 5 


5 6 


Last Ditto 1895, 


5 4 


4 8 5 


5 4 5 


5 9 
The 
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statement! that there had been from that time, 
to the latest period to which the returns have 
been made up, a progressive increase in that 
brandh of the circulation. 

By an account from the Stamp Office, ** of 
the number of country baiikers' notes stamped 
in each year from 10th October, 1820, to the 
latest period at which the same can be made 
up'^^-^the number stamped amounted. 

In the year ending 10th October, 1822 to . 2,293,035 

ending 10th October, 1823 . 2,456,731 

ending 10th October, 1824 . 2,935,081 

And in the half "year ending 5th April, ] 825 1,716,387 

According to the proportions here given of 
the number of notes stamped, and assuming 
the common calculations, that the total amount 
in 1622 was about twelve millions, to be cor- 
rect, the amount in 1825 Would be between 

The prices have kept up during the greatest pressure 
of the contraction of the currency, at nearly the same 
height as they were during the greatest enlargement of tfae 
circulation, and Are almost as high as they were on the 
average of the last war. If this statement does not afford a 
presumption of scarcity, I do iiot know what can ; and I 
believe that I may appeal to all those who are conversant 
with country matters, for the notoriety of the fact, that the 
stock of cattle, and particularly of sheep, has been deficient 
in the last two years. The probability now is, that thtt 
supply will be increased^ from the great encouragement held 
out by the high prices of those two years. 
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eighteen and nineteen millions, makmg an in- 
crease in the interval of between six and seven 
millions. 

While this rise of the prices of agricultural 
produce, and the accompanying increase in the 
country bank circulation, were in progress, 
several other articles of general consumption 
became objects of speculation. 

In some instances it was found that low 
prices had induced a ra^e of consumption be- 
yond the ordinary supply, and that a rise in 
price was the necessary condition of ah increase 
of production, or of a diminution in the con- 
sumption. But until nearly the close of 1823, 
these speculations were partial, of short dura- 
tion, and mostly on a moderate scale. 

There was still some prevalence of the pru- 
dence and caution which had been taught and 
enforced among the commercial classes, by the 
reverses and losses which they had so recently 
sustained. Some attention was still paid to 
the most obvious elements of mercantile calcu- 
lation ; and although there was an evident ten- 
dency to increased speculation, the objects for 
the exercise of it were selected with a consi- 
derable degree of care and sobriety. Goods 
had been imported or bought in the home- 
market at the lowest prices, and with a practical 
knowledge of the actual and contingent supply 
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compared with the probable consumption ; and 
manufacturers had laid in their raw materials, 
and erected their machinery on such terms as 
enabled them to supply both the foreign and 
home-market with wrought goods at a fair 
profit. 

There was enough, however, of commercial 
enterprise bordering on speculation, to favour 
an extended circulation of private paper and 
credit. In this state of things, any addition to 
the issues of the Bank of England was evidently 
beyond the wants of the circulation. 

At the commencement of 1824, two new and 
powerful incentives to speculation came into 
play. The rapid fall in the rate of interest*, as 
indicated by the rise of the public securities, 
and the situation, political and financial, of the 
South American States, which had virtually 
established their independence, and of which 
a recognition, partial indeed, but sufficient 

* The fall in the rate of interest may be seen from the 
following comparative statement of the price of the 3 per 
cent, consols (exclasiye of the accruing dividend,) and of 
the premium on exchequer bills:-— 

3 per cent. Contola. Pnm. oo Excheqoer Billi. 

April 3, 1823, 73i 10 to 12 

July 1, 801 21 to 24 

Oct. 3, 82i 37 to 40 

Jan. 1, 1S24, 86 51 to 53 

April 2, 1824, 94i 56 to 58 
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for commercial security, had been made by the 
government of this country. 

The fall in the rate of interest, which was, to 
a certain extent, the effect of the increased 
issues of paper, became, in its turn, a cause of 
speculation, and thence of a further increase of 
the circulation, by the facilities which it afforded 
for the use and abuse of credit. The rise*of 
the funds had allowed a great profit on the 
subscriptions to some of the new insurance 
companies, and other schemes. It had also 
operated in raising the premium on several of 
the South American and other foreign loans. 

These causes, combined with those which 
have been before alluded to, were in operation, 
subject only to occasional and trifling reaction 
through 1824 ; and were sufficient to render 
the circulation excessive, without any increase 
in the amount of the Bank of England issues. 
Indeed, the tendency to excess in the circu- 
lating medium, and to an exportation of the 
precious metals, was already indicated by the 
shipments of bullion to South America which 
were in the course of being made in the Spring 
of 1824; and although the exchanges with 
the continent of Europe did not apparently 
yield a profit on the export of gold until July of 
that year, there is reason to believe that there 
were some operations which kept up the ex- 
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changes by tba trrasmiMioD of gold, when an 
i^tt^mpt to have remitted the amount in bills 
might have caused a great and alarming de* 
pression. 

Unaccountable as it may seem, the Bank of 
Sngland^ instead of taking warning from the 
indications of pre-existing excess, actually in* 
creased its issues in July of that year. 

The amount of Bank of England notes in cir- 
culation in 



A\ 



Janaar^, 1884, - - was - - j&. 19,800,615 
July, - 18S4, ------ 81,660,973 

But it was reserved for the first three or four 
months of 1825, to display to the fullest extent 
the effects of an increased issue of Bank of 
England notes, coinciding with circumstances 
favourable to speculation. 

The close of each year is the period at which, 
by annual custom, the stocks of goods on hand 
and the prospects of supply and consumption 
for the coming season^ are stated and reasoned 
upon by merchants and brokers, in circular let- 
ters addressed to their correspondents and em- 
ployers. By these circulars it appeared that, of 
some important articles, the stock on hand fell 
short of that at the close of the preceding year. 
From this, the conclusion was more or less 
plausibly deduced^ that the rate of the annual 
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consumption of those articles was outrunning the 
rate of the annual supply, and that an advance 
in price ought to take place ; at the same time 
there were, as in the case of cotton and silk, con- 
fident reports of failure of crops, or other causes, 
which would inevitably diminish the forthcom- 
ing supply. Expectation of scarcity was thus 
combined with actual deficiency in exciting ttie 
spirit of speculation. This was directed, in the 
first instance, to the articles which, upon fair 
mercantile grounds, justified and Called for 
some advance in price, inasmuch as the rate of 
the consumption of them had outrun the average 
irate of supply. The rise, however, which 
would have been requisite to increase the 
supply, or to diminish the consumption, would, 
in most of the cases in question, have been 
trifling. 

But, when speculation is once on foot, with 
a circulation of the expansive nature of ours, 
the rise of any one article may not only be in a 
ratio far greater than the occasion really calls 
for, but by increasing the aggregate of the cir- 
culating medium, may cause indirectly a rise in 
other commodities. 

The impulse, therefore, to a rise being given, 
and every succeeding purchaser having realized, 
or appearing to have the power of realizing, a 
profit, a fresh inducement appeared at every 



45 

step of the advance to bring forward new buy- 
ers. These were no longer such only as were 
conversant with the market: many persons 
were induced to go out of their own line, and 
to embark their funds or stretch their credit^ 
with a view to engage in what was represented 
to them by the brokers as a certain means 
of realizing a great and immediate gain. 

Cotton exhibited the most extraordinary in- 
stance of speculation carried beyond all reason- 
able bounds. Silk, wool*, and some other 

* It is the more worth while to notice the speculations 
in silk and wool, because some of the consequences of those 
speculations have been the pretence for calling in question 
the soundness of the policy of the commercial measures 
which have been brought forward by the president of the 
Board of Trade.. The complaints of . those who. arraign 
the policy in question, are not, however, exactly alike in 
every particular as regards the two articles. But on onie 
point they agree, viz., in considering that the excessive 
importations of these articles, which have contributed to 
depress the exchanges, were the effects of the reduction 
of duty. Now I am inclined to believe that no part of 
the excess of importation can be ascribed to the reduction 
of duty. The detailed reasons for that opinion would be 
here misplaced, as not immediately bearing on the subject 
under discussion in the text. One remark, however, is 
obvious, and, at the same time, decisive, on the question, 
and that is, that a still greater excess of speculation and 
consequent impbrtation hAs taken place in cotton> in m^ich 
there was no alteration of the import duty. Tlie same re* 
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articles, in which some advance ^as juirtified 
by the relative state of the supply and demand, 
became the subjects of a speculative anticipa- 
tion, and advanced much beyond the occasion, 

mark applies to other articles which are now very low, such 
as tallow, flax, timber : on none of these has any alteration 
of duty taken place ; on the other hand, the importation 
of hemp, oa which the daty has been reduced 50 per cent, 
has been much smaller in this last season, than on the 
average of the three preceding years. With regard to silk, 
independently of the charge brought by those who ob- 
ject to the reduction of duty on the raw material, that it 
tends by inducing excessive importation, to depress the 
chuiges', the manufacturers complain of the depress- 
ii^ e£Fects produced upon the vent of wrought silks, 
by the anticipation of the admission of the foreign 
manufacture in July next, at a duty of SO per cent. If 
stagnation and depression were peculiar to the trade in 
manu&ctured silk, and could not be distinctly traoed to 
otheT causes, the eompla&aant's might have, at- leadt, a plau-^ 
sible grround for considering the impending foreign eompe* 
tition as the cause of that depression, although lhis> would 
form no sufficient ground foi^ continuing to tax the consumeni 
of silk, for the benefit of the maiiufiGtetu^eFS. But how 
happens it that the same stagnation" and depression exist 
m cotton, linen, woollen, and other manu&ctured goods, in 
which there can be no such dread of foreigpi competition- ? 
Is not the same sufficient cause applicable to them ali, 
viz., ^e excessive importation cotisequent upon the pre vioui^ 
speculative advance of prices ? Excessive impoi'tation has 
pioduced a decline of the raw maiteriidy and this again of 
the manufactured article, 'the depresdon in the silk tfade 
is perfisctly accounted for by this general cause. 
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as the event proved, though not in so great a 
degree as cotton. 

Speculative operations embracing so many 
commodities of great importance in point of 
amount, necessarily created a large mass of 
paper, and of transactions on mere credit; 
thus adding to a circulation already swelled 
by the increase of country bank notes. Such 
were the circumstances under which the Bank 
of England issued, and for some months main- 
tained in circulation, an increased amount of 
its notes. 

Although this increased issue by the bank, as 
I shall have occasion to shew more particularly 
hereafter, did not alone cause the great additional 
excitement of the spirit of speculation which 
followed it ; yet it gave a fresh and powerful 
stimulant to that spirit, and assisted in convert* 
ing incipient delusion into absolute insanity. 
For never did the public (that part of it at least 
which entered into the vortex of the operations 
in question) exhibit so great a degree of infa- 
tuation, so complete an abandonment of all the 
most ordmary rules of mercantile reasoning 
since the celebrated bubble-year 1790, as it 
did in the latter part of 1824, and in the first 
three or four months of 1825. 

The speculative anticipation of an advance 
was no longer confined to articles which pre^- 
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sented a plausible ground for some rise, how- 
ever small. It extended itself to articles which 
were not only not deficient in quantity, but 
which were actually in excess. Thus, coffee, of 
which the stock was increased, compared with 
the average of former years, advanced from 70 
to 80 per cent. Spices rose, in some instances, 
from 100 to 200 per cent., without any reason 
whatever, and with a total ignorance on the 
part of the operators, of every thing connected 
with the relation of the supply to the con- 
sumption. 

In short, there was hardly an article of mer- 
chandise which did not participate in the rise. 
For it had become the business of the specula- 
tors or . the brokers, who were interested in 
raising and keeping up prices, to look minutely 
through the 6e^eral Price Currents, with a view 
to discover any article which had not ad- 
vanced, in order to make it the subject of anti- 
cipated demand. 

If a person, not under the influence of the 
prevailing delusion^ ventured to inquire for 
what reason any particular article had risen, 
the common answer was, *^ Every thing else 
has risen, and therefore this ought to rise." 

The comparative statement of prices in the 
Appendix (F), will exhibit the most striking in- 
stances of this extraordinary rise. 
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While such were the transactions in the mar* 
ket for goods, and while there was an extension 
of the system of loans to the Transatlantic 
States, some of them affording little or no secu- 
rity, but almost all coming out at a premium, 
an enkirged field was presented for the spirit of 
gambling to enter upon. New mining, insurance, 
and other schemes, were set on foot on the 
principle of joint-stock companies, in immense 
numbers. 

The earliest South American mining asso* 
ciations formed in this country, had been en- 
tered into with considerable circumspection; 
the parties with whom they originated, had, by 
local information and connexion, secured com- 
paratively beneficial contracts and priority of 
the working of some of the most productive 
mines. These apparent advantages being made 
known, attracted numerous persons to buy 
shares from the original subscribers at a pro- 
gressively increasing premium. The great 
gains, or rather premiums in anticipation of 
gains, thus obtained by one or two of these 
associations, held out an inducement to the 
formation of new ones. 

It is well known how numerously mining and 

other joint-stock companies sprung up, and 

how successful they were for some time in 

catching and turning to account the disposition 

E 
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for hazardous adventure which pervaded the 
nation. 

The operators on the share-market made the 
new schemes the basis for an enormous extent 
of gambhng. Many persons, quite removed 
from all connexion with business, retired oiB- 
eers, widows, and single women of small for- 
tune, risked their incomes or their savings in 
every species of desperate enterprise. The com- 
petition and scramble for premiums in concerns 
which ought never to have been otherwise than 
at a discount, were perfectly astonishing to 
those who took no part in these transactions. 

These operations in shares had an effect like 
that of the speculations in goods, in adding to 
the mass of the circulation of paper and credit ; 
and this, be it still kept in mind, concurrently 
with the addition which had been made to the 
Bank of England issues. 

It is not possible to compute, with even any 
approach to accuracy, the amount of the addi- 
tion to the total of the circulating medium by 
these united causes ; but if I were called upon 
to hazard an estimate, I should conjecture that 
the whole amount of the circulating medium, 
including transactions on credit without the 
intervention of paper, must have been, on the 
average, of the four months, ending April, 1825, 
little, if at all short of fifty per cent, above what 
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it had been mthe corresponding period of I82S. 
The approximation of this estimate to the triiih 
is rendered probable, by the consideration, that 
upon the principles which determine money 
prices and nominal values, such a general rise 
of prices, amounting, in some instances^ to up* 
wards of 100 per cent., without even the allega- 
tion of any geineial scarcity, could not have 
taken place without an ipimense expansion of 
the circulating medium. It is also to l^e con- 
sidered, that the greater part of the transfers 
o( the original shares in the foreign loans, and 
new schemes, while the payments on them 
were light, and while confidence was still en- 
tire, were carried on by a medium engendered 
in a great degree by those very transactions ; 
and that the profits realized or anticipated by 
the successive shareholders, afforded a fund of 
additional credit as well as of nominal capital, 
with which they might and did appear as pur- 
chasers of other objects of exchange. 

This sort of medium comes under the de- 
iscription of what is familiarly and expressively 
denominated a bubble, which bursts upon the 
test of metallic value, or of ultimate payment 
in the basis of the currency being applied to it. 
But it does not the less, while it lasts, add to 
the mass of nominal values and exchanges; 
nor are the fluctuations prising oilt of it less real 

E 2 
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in their influence upon the fortunes of indi- 
viduals, than the fluctuations arising out of busi- 
ness more strictly mercantile. 

Thus far, then, as to the enlargement of the 
currency in part caused by, and in part caus- 
ing, a high range of prices. 

We now come to that which has constituted 
the main feature of the fluctuations which are 
the subject of the present investigation — Ihe 
fall of prices. 

It was perfectly clear to any person not pos- 
sessed by the mania which prevailed last 
spring, that there was no solid foundation for 
the general rise of prices which had then oc- 
curred, and appeared to be still in progress. 

From the information which had been commu- 
nicated to me by Mr. Jacob, as stated in the Sup- 
plementary Section to my last work, it appeared 
that there had been a great falling off in the an- 
nual supply of gold and silver from America. The 
fact tad since been fully confirmed by official 
accounts of the coinage of the mint of Mexico 
down to the close of 1823 ; and, by an official 
report from the great mining district of Gua- 
naxuato, which stated both the fact, and the 
cause of the diminished produce of the metals, 
viz., the abandonment of the principal mines. 
Now the reduced produce seems to be little, if 
at all, more than may be considered to be 



53 

sufficient to supply the consumption for plate, 
ornaments, ^c, and the wear and loss of the 
coin ; so that there was no ground for inferring 
that any diminution of the value of gold and 
silver could have yet occurred. On the con- 
trary, there was reason to suspect, from the con- 
siderations above mentioned, that the greatly- 
diminished production since 1810, compared 
with that of the corresponding antecedent pe- 
riod, must have left a chasm in the aggregate 
supply, which could hardly fail of being felt in 
a lower range of metallic prices than had been 
experienced for many years, before it could be 
counteracted by the increased produce of the 
metals^ which may be anticipated from the 
mining projects now on foot. It might, more- 
over, have been perceived, that as the prices 
of food abroad, and of most other articles which 
were not interchangeable with this country, and 
consequently not affected by any speculative 
demand from hence, were not higher than they 
had been for some time before, and in several 
instances not so high ; a still stronger presump- 
tion was afforded of the probability of an in- 
creased rather than diminished value of the 
metals in the rest of the commercial world. 
Upon this view there could be little doubt that 
the rise of prices, in every case in which it 
could not be distinctly accounted for and justi* 
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fied by scarcity, was delusive, and must hiave 
been connected vrith excess of paper. It was 
evident that this excess of paper could not 
be retained much longer while subject to the 
check of convertibility; and that when the 
efBux should take place, the great con>f raction 
of the currency which' would ensue^ must in- 
evitably entail a fall of prices to, or possibly 
below, the level from whence they had risen, 
accompanied with great commercial rever&es, 
and with every appearance of gloom and depres** 
sion, succeeding to the excitement and appa* 
rent prosperity which had marked the preceding 
twelvemonth. 

How correct this antecedent reasoning was, 
has been provfed by the event. The process 'by 
which the fall has taken place is simple and 
obvious. 

As applied to goods^-^ii overwhelrtiing im- 
portation and consequent acoumnlation of stock, 
and, at the same time, a diminished export ; 
most articles having risen beyotid the pHee 
which the foreign consumer could pay fbrthem. 

As applied to the funds, or public securities, 
of this country— a rise in the rate of interest, 
ocqasioned by circumstances which have been 
already explained. 

As applied to shares in the new schemes — a 
more accurate appreciation of a greater outlay 
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and of smaller returns than had been before an- 
ticipated, and a limitation of the demand for in^ 
vestment in them to such persons only as could 
afford to depend upon remote contingencies for 
an income : above all, a general deficiency of 
means among the subscribers to pay up the 
succeeding instalments, as they relied, for the 
most part, upon a Continued rise to enable them 
to realize a profit before another instalment, or 
upon the same facility as had before existed; 
of raising money for the purpose at a very low 
rate of interest. 

As applied to foreign loans— the absence of 
security for some of them, and the rise of the 
rate of interest in this country, which has the 
same depressing effect upon all of them. 

In these, and in all other cases, in which a 
great reduction of nominal value has taken 
place, an inversion of every step, by which it 
has been shewn, that the rise of prices and the 
fall in the rate of interest, became both the cause 
and the effect of .the great enlargement of the 
circulating medium, will account for a fall of 
prices and a rise in the rate of interest, as being 
both the cause and the effect of the contraction 
of the circulating medium. 

There is another circumstance which always 
attends a great fall of prices, and which tends, 
for a time, to reduce the circulation of private 
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paper, even below the amount which existed 
before the factitious rise, eiz., commercial 
failures, which, when occurring to a great ex* 
tent, occasion a general distress, and diffi- 
culty in obtaining credit, even in the course of 
ordinary mercantile business *. This is the 
natural and necessary eflfect of the reaction 
from a previous speculative rise of prices, 
which had been accompanied by an enlarge- 
ment of the circulation, through the medium of 
mercantile paper and credit. But in the pre- 
sent instance, the contraction of the currency 
has been aggravated by the peculiarly slender 
means with which a great part of the private 
banking establishments in England have been 
conducted. The issues of many of these banks 
had been enormously extended, without any 
adequate reserve of available funds to meet such 
sudden demands as it is of the very essence of 
the principles of banking to contemplate and 
provide for. It appears, by the disclosures 
arising out of the late disastrous and unprece- 
dentedly numerous failures, that several of the 
banks had been for some time before, insolvent, 



* It is this effect of a faU of prices, which sometimes 
admits (and has done so in the recent ffiU) of the Bank 
of England keeping up the amount of its issues consis- 
tently with a recovery of the exchanges. 
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and had been kept afloat merely by the confi- 
dence of their customers, and the facilities of 
the money-market, which had accompanied 
the increase of the Bank of England issues 
during the high prices. The first breath of 
suspicion, and the smallest reduction of their 
accustomed accommodation was suflScient to 
sweep away this description of circulation of 
paper. It has been discovered, moreover, that 
several of the country banks, which were 
solvent, as far as related to the power of 
eventually liquidating their engagements, had 
not been conducted on correct banking prin* 
ciples, having either no reserve at all, or a 
very inadequate one in an available and imme- 
diately convertible form. 

Some, too, of the London banks had carried 
on an extensive business with very insufficient 
available resources, and were, therefore, liable 
to be run upon on the occurrence of any general 
discredit. One of the most considerable of 
these, after struggling through difficulties for 
upwards of a week, stopped payment early 
in December. The notoriety of these diffi* 
culties in the first instance, and the eventual 
failure, diminished the resources of the country 
connexions of this firm, and such of them as 
had not independent ample and immediately- 
convertible funds, were under the necessity 
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of suBpendiDg their payments ; thus adding 
to the alarm which was already prevalent. 
The consternation now became general, not 
only among the holders of local notes, but 
among depositors,- as well in the metropolis 
as in the country. There was, in conse- 
quence, a severe run upon several of the London 
bankers, of whom three or four, besides the 
one before alluded to, suspended their pay* 
ments. The panic was then at its height; 
nearly seventy banks, in town and country, sus- 
pended their payments in the course of the 
single month of December last. Bank of 
England notes and gold were almost the only 
medium which would then be accepted in 
payment throughput the country; but Bank 
of England notes, where even they were 
taken as readily as gold, could not supply 
the chasm created by the discredit of the local 
paper, since the bank had ceased to issue one 
pound notes; gold, therefore, was required 
specifically for this as well as for the more 
general purposes of meeting the demand from 
want of confidence in the paper. The drain 
upon the bank coffers for gold, for internal 
purposes, was, from these causes, so great, 
that, following a previous- drain for exportation, 
doubts were entertained whether cash pay- 
ments could be continued. Happily, the public 
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^scaped the cdamity of li second suspension. 
The contraction which had tak^n place in the 
circulating medium, by -the destruction of 
nearly all the country paper, and the cessation 
of almost all transactions on credit, and the 
detention of sums for the purpose of increased 
reserves by bankers and Others, was greater, 
perhaps, than had ever before occurred, not- 
withstanding that an enlsirged issue of Bank of 
England notes had been made through the 
medium of extended discounts of mercantile 
bills ; and this contraction was at length effec- 
tual in occasioning an influx of gold sufficient 
to place the bank out of immediate danger In 
the mean time it had issued a few one- pound 
notes, to supply the urgent wants of the 
country circulation. 

Under the circumstances which I have here 
very hastily and imperfectly sketched, a me- 
lancholy exemplification has been afforded of 
the mode in which extremes produce their op- 
posites; in which unbounded confidence, and 
all the delusion of unfounded anticipation, have 
•been succeeded by distrust and dismay. 

To the great facility which only a few 
months before had been experienced by specu- 
lators, projectors, and adventurers of every 
kind, in raising whatever sums they might re- 
quire at the shortest notice, and at a low rate 
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of interest, on securities of goods, on mortgages, 
or on bills of whatever length of date, or on 
mere personal credit, the most signal contrast 
was exhibited, of an utter inability to raise 
money upon toy but the best and most con- 
vertible securities. Goods became unsaleable, 
beyond the immediate and urgent wants of the 
consumers, so that the stocks which are usually 
held in anticipation of demand, were wholly un- 
available to meet the pecuniary engagements of 
the holders. ' Thus, many merchants having 
accepted bills for only half the invoice amount 
of wool, cotton, and silk, coming to their consign- 
ment, were unable to realize even that half by 
sales, or by advances on the security of the bill 
of lading: and not only no further advances 
could be obtained by way of loan on the secu- 
rity of goods, but the advances already made 
were peremptorily called in. Advances on 
mortgage, owing to the usury law*, were 



* The operation of the usury law may be distinctly traced 
in a great aggravation of the distress among merchants and 
bankers during that critical period. Had it not been for 
that preposterous law, many individuals would, in all proba- 
bility, have been enabled to obtain immediate relief, by getting 
bills, which were not within the bank time, discounted at 
seven or eight per cent. ; but those who would have lent on 
that kind of security, if not limited to five per cent., naturally 
directed their disposable capital to such modes of invest-* 
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whoHy out of the question. From the same 
cause, viz., the value of the use of monied 
capital having risen beyond the rate of five per 
cent., which has been imposed by law as the 
maximum, no bills, however good in point of se- 
curity, were convertible, which had longer to 
run than ninety-five days, and which did not 
come within the forms prescribed by the bank, 
as the rule of its discounts. The different shop- 
keepers, retail tradesmen, and small farmers, 
having taken in payment, in the course of their 
dealings, the notes of the country banks which 
subsequently failed, were prevented from 
making their payments within the stipulated 
periods, to the manufacturers and wholesale 
dealers ; and these, consequently, were unable 
to fulfil their engagements, or discharge their 
acceptances <;o the importing merchants. 

It would be an endless task to attempt to 

ment as admitted of their realizing a larger interest without 
coming under the operation of that law. Thus numhers who 
would gladly have given an advanced rate of eight or ten 
per cent., were driven by an enactment which was absurdly 
intended as a protection to them, to sell stock or goods at a 
loss of twenty or thirty per cent, for cash, compared with 
the price for time. For it is a matter of notoriety that ex- 
tensive sales wece actually made of stock, at that difference ; 
and it is within ^my own knowledge that sales of goods for 
immediate money, were made at a still greater sacrifice. 
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follow all the steps by which disappoiDtmeat 
and loss and insolvency, have, at the close of 
1825, followed the brilliant hopes, the reputed 
gains, and the unlimited credit, which charac*- 
terized the early part of the year. Suffice it to 
say, that these contrasts, inadequately as they 
are here exhibited, serve to illustrate the proi- 
cess, by which, I have endeavoured to shew^ 
that the factitious increase of a medium of paper 
and credit, raising the prices of commodities 
and of the public funds above the level which 
the metallic basis of the currency can support, 
must be succeeded, not only by a destruction of 
all that artificial medium, but by a temporary 
contraction of the circulation below the leveil 
from which tliat enlargement took place. ' 
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SECTION III. 

Upon tli£ Regulation of the Bank Issues. 

From the cursory view which I have given of 
the circumstances connected with these flue- 
tuiktions, I am inclined to think that there were 
causes in operation, which, without any increase 
in the amount of Bank of England notes, would 
have created a speculative rise of prices, 
above the level, which the proportion between 
the supply and the rate of consumption really 
warranted. There might likewise have existed^ 
some part of the disposition to hazardous adven- 
ttire, which has been exhibited in the forming;, 
of new projects, and in the trade in shares. 

Fluctuations, to a greater or less extent, are^ 
inseparable from the course of commercial 
affairs. The business of production, or supply,, 
proceeds wholly upon anticipation; it is de-^ 
pendent on the seasons, and on an endless 
variety of casualties ; while consumption, or, 
demand, may be influenced by changes of) 
habit, fashion, legislative enactments, and by^ 
political events. The contingencies which may; 
excite a spirit of speculation and enterprise oiv 
the one hand, and disappoint expectation and 
defeat calculation on the other, are therefore, 
almost innumerable. 
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But assuredly that is a most vicious system 
of currency, which instead of mitigating, aggra- 
vates the evils that attend all violent fluctu- 
ations. Such, however, has been the system 
of eurocurrency. We have seen that precisely 
at the time at which there ought to have been 
a contraction, there was an extension of the 
Bank of England issues^ increasing, both directly 
and indirectly, the mass of the circulation, and 
promoting the extravagant speculations which 
have so distinguished the period under con- 
sideration. Seeing this, we are naturally led 
to inquire upon what system the directors have 
proceeded, in enlarging their issues coinci^ 
dently with a tendency, from other causes; 
to a speculative rise of prices ; when such an 
enlargement of the circulation would neces- 
sarily extend the range of the rise, arid by 
entailing the necessity of a contraction, would 
increase the violence of the ultimate fall. 

The constant language of the bank directors, 
during the restriction, as appears by their 
evidence before the Bullion Committees of 1810 
and 1819, was, that the criterion by which they 
judged of the proper amount of their issues, 
was the greater or less demand for discount, 
upon bond fide bills, at the legal rate of 
interest, viz., five per cent. Consistently with 
this criterion, the inference is clear, that 
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when» even after a reduction of the rate 
of the bank disconnt to four per cent, there 
was a very small demand for discounts, and the 
market-rate of interest was decliniDg, the cir- 
culation might be considered as sufficiently full, 
and that, if it did not require contraction, it did 
not at least admit with propriety of increase. - 

There was, however, not only an absence of 
demand for discounts at five, or even at four per 
cent., but there were other general appearances, 
which I have before alluded to, of a fulness of 
the circulation of paper. These appearances 
which might have given rise to suspicion and 
precaution, on the part of those who had the 
regulation of the main sources of the supply of 
paper, were converted into a certainty in 1824, 
and the first three months of 1825 : and yet 
this last period was, as we have seen, that in 
which the utmost extent of isisues was main- 
tained. 

It may, however, be said, that the price of 
gold ought to be the only guide to the direc- 
tors in regulating their issues; and judging 
by this test, the price having been mostly 
at 3/. 17s. 6d., and never having exceeded 
8/. 17«. 10|(2., it may be said that there has 
been no symptom of excess. But those who 
urge this objection, neglect the consideration 
that, since the passing of Mr. Peel's bill, which 

F 
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has removed all obstraction whatever to the 
exportation of coin, the market price 4>annat 
exceed the mint price of gold, as long as the 
bank is solvent^ for so long will coin be de- 
manded from the bank in preference to buy- 
ing bullion at the smallest advance upon the 
mint price of 3/. 17«. 10|d. per ounce* It was 
only the legal disqualification of the coui for 
purposes of export, or injudicious purchases by 
the bank, which could, before 1797, have ad« 
mitted of bullion being sold above the mint 
price. 

The only test of excess, therefore, is the 
tendency to an efflux of the metals ; in other 
words, the exchanges. 

I have before stated what were the indi- 
cations of the exchanges in the spring of 1824. 
I have mentioned that an efflux of the metals 
to South America was then taking place, and 
that there was reason to believe that several 
remittances of bullion had been made to the 
Continent, even whilst the exchanges were 
nominally at, or above, par ; but in July, 
1824, there was a considerable decline in 
the Continental exchanges, and an evident 
efflux of gold. Here, then, was a warning not 
to be mistaken, even supposing the amount of 
the circulation justifiable down to that time. 
But instead of attending to this infallible cri- 
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terkm of excem, the directors made, at that 
precise time, the gpeat increase to their issues, 
compared with the preceding January, vrhich 
has been stated in the previous section, when a 
drain upon their treasure had actually begun* 
Down to the beginning of April, 1825, the 
period to which the latest returns of the Stamp 
Office reach, thwe was no diminution of bank 
notes in circulation. The comparative amount 
stood thus : — 

April 5, 18Sa, £10,845,840 

Aprils, 1SS5, 80,828,979 

Even in March last some of the evils which 
were impending, and have since burst upon 
us, might have been averted. A resolute 
reduction of the bank circulation, and an 
advance of its rate of discount to five per 
cent, might, at that time, have done some- 
thing at least in putting the country on its 
guard. Such a contraction might, indeed, 
have hastened the fall of prices, but it would 
have prevented, or at least abated, the further 
efflux of gold, and the necessity for so great 
and violent a contraction of the circulating 
medium, as has since taken place. A diminu- 
tion of the bank issues, was, moreover, called 
for at that time, merely as a measure of pre- 
caution against the contingency of a bad har- 
vest, which, by opening the ports for corn. 

Ft 
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would inevitably by itself have occasioned 9r 
great drain on the bank coffers. But the direc- 
tors seem not to have been aware of the pos- 
sibility of danger, until they were on the brink 
of the precipice. 

It still remains that we should inquire more 
accurately into the views, which could induce 
the bank directors to extend their issues at 
such a time, and under such circumstances. 

In all the cases of over-issue by the Bank 
of England, from that of the year 1795, (which 
may, I think, be clearly proved to have been 
the remote cause of the inability of that body 
to meet its engagements in. 1797) down to 
the time of the passing of Mr. Peel's bill, 
one or other of two pleas, has always been 
studiously put forth, not only as a justifica- 
tion, but as a claim of merit. . One of these 
pleas is, that the bank has aided the public 
service by advances to government, when the 
state of credit, or a pressure on the money- 
market, rendered a resort to open loans, for 
the whole of the government expenditure, in- 
expedient. The other is, that accommodation 
has been afforded to trade by a liberality of 
discount, when the mercantile interests had no 
other resource to rely upon. On neither of 
these grounds could any extension of issues, 
beyond the amount which was consistent with 
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preserving the conformity of the paper to its 
standard, be justified. 

But in the recent instance of the extended is- 
sues, in 1824 and down bt the spring of 1825/ no 
pleaof-state necessity, Aor any pressing demands 
for accommodation to the trade of the country, 
can be urged in defence of the measure. 
: It may be true, that the arrangement for the 
disposal of the military and naval pension an- 
nuities could not have been carried into effect 
without the intervention of the bank, and that 
the conversion of the four per cents, into three 
and: a half per cents, was facilitated by the bank 
undertaking to advance to government between 
five and six millions of the four per cents, paid 
off in October, 1834, which the holders would 
not convert into three and a half per cents., to 
be repaid out of the sinkingfund. How far the 
latter of these measures was justifiable, if it 
oould not be carried into effect without the 
asBistance of the bank, through an increased 
issue of its notes, may fairly be questioned. It 
was not, however, so likely as the former, to 
entail a permanent addition to the circulation, 
although whatever addition was made, in con- 
sequence of that operation, could hardly fail of 
being injurious. 

It is the former measure, the purchase of 
the pension annuities, which seems, as far as 
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can be judged of it, to Jiave been the occaBion 
of great part of the over-issue. Now, surely, 
if the bank directors had refused to hazard an 
excess of issues, which Would not be readily 
within tSieir own control, in order to fiusilitate 
that most absurd financial measure, their objec. 
tions could hardly have been overruled by an 
appeal to the pressing exigencies of the state : 
and the public could hardly have thought that 
it would suffer mudi loss by the bank re- 
fiising to take any part in the operation, even 
although, by such refusal, that notable scheme 
which was neither more nor less than a virtual 
inversion of the operation of the sinking-fund, 
had dropped to the ground. Indeed, it is diffi- 
cult to suppose that ministers, committed as 
they are, and sincerely disposed as I believe 
them to be, to the preservation of the currency 
on the footing of strict convertibility, would 
have ventured to overrule objecticms, which 
might have been derived from a view to the 
danger, however remote, of being obliged to 
hdtve recourse to a second suspension of that 
convertibility. 

The true reason for the enlarged issues I 
suspect to have been, that the coffers of the bank 
were, at that time, (the beginning of 1823,) sur- 
charged with gold to an inconvenient amount, 
greatly reducing the profits, and rendering doubt- 
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fal the permaoeiice of the existing rate of divi* 
dead on bank stoek. To extend its paper, and 
diminidb its stock of gold, the following means 
presented themselves ir^ 

1 . To buy exchequer bUls in the market. 

2. To reduoe the rate of mercantile discountr 

3. To adopt new modes of accommodation to 
indiriduals, in order to induce them to borrow 
at 4 per cent 

4. To purchase the pension annuities, of 
which the project o£fered itself at that time. 

The first of these means held out no suflSicient 
inducement ; the rate of interest on exchequer 
bills, after the payment of the premium, being 
little above two per cent, per annum. Besides, 
as the bank then professed not to sell exchequer 
bills, they did not form a readily convertible 
security ; or, if sold, the very emergency re- 
quiring the sale might occasion a difierence in 
the premium or an actual discount sufficient to 
defeat the object of getting ar^ interest. 

The second was tried by a reduction of the 
rate of discount frrai five to four per cent. ; 
but this reduction taking place after the current 
rate had fallen still lower, was attended with 
little, if any, extension of application for dis- 
counts. The experiment of a still further reduc- 
tion might, indeed, have been made, but in 
order to make it effectual, it might have been 
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necessary to push the reduction to a very low 
rate, which could only have been done with 
safety, by coupling the measure with a notice 
to the public that the rate would in future be 
subject to frequent variation. . . 

But a variable rate of interest would have 
been very unpalatable to such of the directors 
as stood committed, by their evidence befiwe 
the Bullion Committee, to opinions of a very 
peculiar description, relative to the. rate of inte- 
rest ; opinions quite irreconcilable with a mea* 
sure of this kind, and it was probably, there- 
fore, never suggested, and much less .ever 
seriously entertained. 

The third was adopted by the resolution to 
advance money on stock, and on mortgage, at 
four per cent. The advance of money on stock 
was unobjectionable, if coupled with a limitation 
as to the amount to be advanced to any indivi- 
dual, (such limitation being expedient, for rea- 
sons similar to those for which the amount of 
bills discounted by the bank for particular 
houses, is limited,) and also with a limitation of 
time for the repayment. But this mode was 
not likely to lead, nor did, in fact, lead to 
any great extension of bank paper, as long as 
the market-rate of interest was below four per 
cent. ; and soon after the market-rate rose above 
four per cent, the practice was discontinued. 
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The advance of money on mortgage was a 
measure altogether unjustifiable. The governor 
stated, on the 22d of September last, that the 
amount so advanced did not exceed £1 »400»000. 
This amount however, inconsiderable as it may 
seem, forms no small proportion of that part of 
the bank circulation, which, being over and 
above the advances to government, was that 
alone, through the medium of which it could 
conveniently regulate its issues. To render 
tins amount, therefore, likewise inconvertible, 
was at variance with every sound principle of 
banking. 

The fourth, combining the amount of advance 
to which it pledged the bank*, with its imper- 



* Advances made by the bank against an 'annuity of 
585,740/., bought by them on the 27th March, 1823, being 
part of 2,800,000/. per annum, for forty-four years, in names 
of commissioners, for defraying the charge of naval and 
military pensions, as per Act passed 1822. 



1888. April 15^ 
July 15, 
Oct. 20, 

1884, Jan. 15, 
April 15, 
July 15, 
Oct. 20, 

1825. Jan. 15, . 
April 15, 
July 15, 

Payments to July 
To pay, to July 



£885,719 
1,825,000 

6T,8T0 
1,175,000 

67,870 
1,175,000 

87,870 
1,185,000 

27,870 
1,180,375 

1825, 6,917,574 
1828, 6,171,850 



Total payments, . . 18.089,424 



Annuities received in half-yearly 
payment 

1828. Oct. . 
1824. April, 
Oct. . 
1895. April, 

Raoexted. . . 

To receiye ap to 1 
July, 18S8, > 

Total Raoeipts, 



£292>70 
292,870 
292,870 
298,870 

1,171,480 
1,757,220 

£2,928,700 
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feet convertibility*, was the most objectionable 
of all the modes enumerated; but as it 
appeared to facilitate the attainment of the im- 
mediate objects in view, it was too tempting to 
be resisted. It presented the means of invest- 
ing a large sum at a rate of interest somewhat 
beyond the market-rate; and it enabled the 

* It has been said, in favour of this purchase, that the 
amniities were saleable^ and that, according to the prices 
of otiier anB«ities» thej might have been sold at a profit soon 
after they were taken by the bank. But those who uige 
this justification, do not consider that all speculative pur- 
chases, if made to a large extent, raise the market, and 
appear to afford the means to the speculators of realizing a 
profit : it is only, however, their own purchases which pro- 
duce the rise, and the moment that they attempt to realize, 
particularly if they have bought on credit, they most com- 
monly find .that they must submit to a loss. If the bank had 
offered the annuities for sale, with a view to contract its 
issues, the very first step towards that object would have 
counteracted itself. The extended issue produced the rise 
in price ; a contraction would, of course, depress it. If, 
however, they were readibly convertible, why were they not 
sold, when it is contended that they might have been, and 
when it had become evident that the payments for them 
were likely to lead to an enlargement of issues beyond what 
the circulation could bear? lie alternative, therefore, is 
clear, tiiat either tbe piuchase was objectionable, for the 
reaaont which I have aiated, or that the purchase having 
been made, the annuities ou^t to have been sold with a 
view to prevent the pressure ol advance which has since 
been so inconveniently felt. 
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baDk to extead its iflsue of paper, and tkiis to 
get rid of Us surplus gold witiiout resorting 
to such a reduction in the rate of discount as 
would have been requisite to accomplish the 
same object. 

E^en if it had been in this view a desirable 
investment, the precaution ought to have been 
taken as soon as the increased issues for pay- 
ments upon the purchase produced an unfe.vouT'* 
able effect on the exchanges, to have re-sold 
the annuities, or to have raised the rate of dis- 
count as a means of withdrawing the redundant 
paper. Indeed, in as far as relates to a regu- 
lation of the issues on correct principles, the 
rate of discount ought to have been earlier 
reduced, and again earlier raised. 

One of the great difficulties which the direc- 
tors have experienced in the regulation of their 
issues, has arisen from the uniformity of the 
bank rate of discount, while the market-rate of 
interest has been subject to frequent and some- 
times great variations. The consequence of 
this has been, that when the market-rate has 
been above the rate charged by the bank, the 
applications for discount have been so nu- 
merous and urgent, that the issues through 
that medium have tended to an excess ; while, 
on the other band, when the market-rate has 
fallen below the bank-rate, the channel for 
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keeping up the circulation of paper through the 
medium of discount, seems almost wholly to 
have failed. Thus, befbre the restriction on 
cash payments, the range was from 3^ to i* 
according to the scale which is inserted in 
the Appendix*. And, during the restriction, 
the amount of discounts is , known to have 

* The afiiount of discounts, as well as of the cash and 
bullion in the coffers of the bank, has hitherto been studi- 
ously kept by the directors from the view of the publtci 
They were, indeed, obliged to furnish to the Parliamentary 
Committees in 1797, 1810, and 1819, some data upon which 
to form an opinion of the degree of yariation which had 
occurred under the above heads, but this information was 
given in as mysterious a form as possible ; viz., that of a 
scale. The scale which was given in to the Lords' Com- 
mittee of Secrecy in 1797, transpired and appeared in some 
of the newspapers of that period. In the Monthly Maga^ 
zine for October 1797» that scale was published, together 
with a key by which it was solved. The reasoning from 
which that key was derived seems to be conclusive. At any 
rate the solution must be so near the truth as to be sufficient 
for all purposes of general inference. The statements con- 
nected with this scale were copied into Mr. Allardyce's 
bppk on the Bank Affairs in 1798, and I have not, on any 
occasion, heard their general correctness called in question^: 
I, therefore, assume that they are accurate in the main, and 
as I have occasion in the course of this discussion to re- 
fer to them, I insert them in the Appendix D., with an 
additikmal table, in which I hare applied that ke to the 
solution of such part of $he soale as was- not already oom-» 
puted into money. 
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▼ariedvery cohsiderably. In 1810, the notes 
issued through that medium, must have 
formed a very large proportion of the whole 
circulation: while there is reason to believe 
that they fell off in 1817 to a most insignifi- 
cant amount. . It must be evident, therefore, 
that unless there was a compensation in the 
amount of the bank issues through other 
channels, than those of advances to individuals 
by way of discount or loan, there must occa- 
sionally have been an enormous variation in the 
amount of the circulation of its notes. The only 
other channels are those of advances to govern- 
ment, (or what would come to the same thing, 
the purchase of government securities) and the 
purchase of bullion. Supposing therefore that 
the advances to government, or repayments 
from it, do not coincidently in point of time, 
counterbalance in amount the great occasional 
variations of the amount of issues through the 
medium of discounts, there must be a corres- 
ponding variation either in the amount of notes 
in circulation, or in the amount of treasure in 
the coffers of the bank. 

But, it has so happened that, in some in- 
stances, the advances to government, and the 
repayments by it, instead of being in compen- 
sation of the opposite tendency of the amount 
of issues through the medium of discount, have 



78 

been in the same direqtion : and that it dioald 
be 80, in the majority of instances, is obrious ; 
because^ when the market-rate of interest is 
high, there must be an increased disposition on 
the part of government to apply to the bank for 
accommodation ; as, on the other hand, when it 
is low, to take the opportunity of paying off 
prerious advances. The only mode oi obvi- 
ating the inconvenience hence arising, and of 
regulating the circulation upon correct prin^ 
ciples, would have been by frequent, and 
sometimes, great alterations in the rate of 
discount. 

Of this influence of the market-rate of dis* 
count compared with the rate charged by the 
bank, on the amount of its issues, the directors 
appear not to have been aware ; or, if aware, 
not to have acted upon that conviction. From 
1 820 to 1 823, by keeping the rate of discount 
above the market-rate, they so reduced the 
amount of their issues through that channel, 
that, as has already been observed, they experi* 
enced a great and inconvenient accumulation 
of gold, for, in fact, they had no other medium 
than the purchase of bullion for keeping up 
the numerical amount of their circulation. 
Then, and not till then, when the accumulation 
was nearly as great as it could possibly be, 
and when the market-rate of interest had fallen 



79 

considerably, did they take any measures for 
reducmg the amount of their treasure: But 
they seem to have been perfectly unconscious 
of the violent effect which the measures they 
did take, were, under the circumstances, cal- 
culated to have upon the rate of interest ; 
and not to have known that when the influx 
of the metals had already reached such a height, 
there was some danger, lest in applying a great 
force to prevent more of them from coming in, 
they might not only overpower any tendency 
to a further influx, but occasion too strong a 
tide in an opposite direction. . 

There is, in the situation of the Bank of Eng- 
land, in 1789 and 1790, and the measures then 
adopted, and the consequences of them, so 
great a degree of similarity to the more recent 
state of the circulation as connected with that 
establishment, that it may be desirable to 
notice one or two particulars relative to that 
period. 

The advances of the bank to government 
had been reduced from nearly ten millions in 
1782, to little more than seven millions in 1789 
and 1790; and its discounts, which had been 
as high as four millions in 1785, did not exceed 
one million* 

The following is a comparative statement of 



80 

its treasure, comptfted from the Scale in the 
Appendi!X) and of its issues of ttotes : — 

Cash and Ballion. Notes. 

Avetageofthefoorqufttiv. OaS5tfaFeb^ y 
17S9, .... 10»0$4^00 . . • . 9,905,240 

1790, , . . . 10,097,000 .... 10,217,360*. 

» ' • . ♦ 

This, ims a position in which it oo|l^ no| 
suit the bank to remain* seeing that its ciroulii- 
^n of paper was entirely unprodnetiye^ ^ r^- 
Iher carried (m at the loss of the. expense of 
the establishmoit for oonduoting that biwioh iff 
its business f. 

* It is not improvable, that some part of thif oyef flow of 
treasure in the bank, was occasioned by the efforts of the 
country banks, which were then greatly increasing in num- 
bers, to extend their paper circulation to the exclusion of 
so much coin. 

t-The-aecmmulation of gold in the bttok cefferfif. torn 
IStotQ lS£S,has been yery generaUy apccibed ta. a. de- 
termination on the part of the bank directors to buy as much 
gold as they could, with a view to the restunption of easli 
payments ; and the fall of general prices which was assuaaed 
to be the' consequence of that absorption of gokl by ike 
bank, was' therefore chaiged to the operalion of hbt. Peel's 
Bill. Now, there appears to be no reason to believe, that Mr. 
Peel's Bill hsd any more to do with the accumulation of 
gold by the bank in 1821 and 1822, than it had with that in 
1789 and 1790. In both cases, the same general cause 
operated ; viz.j that the bank-rate of discount being kept 
greatly above the market-rate, the power of issuing bank 



81 

In onler to get out of a situation so disadvab* 
tageous, .the directors were under the necessity 
either of reducing their rate of discount, . or of 
extending their advances to government. 

An opportunity for resorting to the . latter 
expedient presented itself; and by their advan* 
ces to goyemment, they were enabled, in. 1791, 
to increase their issues by about 1»500,00Q/.* 
GontensLpOraneously with, or rather preceding^ 
this addition to the circulation of the Bank of 
Eogiand n^tes, there was a great increase of 
the issues of the country banks. 

This great factitious increase of nominal mo- 
nied capital coming into competition with the 
pre-existing real monied; capitals seeking invest- 
ment, operated in reducing the rate of interest^ 
and accordingly the market-rate of discount of 
good bills fdl to three per cent. .The artificial 
incentive to speculation thus afforded /coincided 

notes, through the medium of advances on mercantile bills, 
was reduced to next to nothing. There was a repayment, 
indeed^ by government) of five millions, in pursuance of the 
provisions iof Mr. Peel's Bill ; but there- was ' likewise a 
repayment of nearly three millions (a large sum in propor- 
tion to tiie whole circulaticm,) in 1786, and it is not at all 
clear that a repayment wocdd not have taken place since 
1819, although it had not been prescribed by that Bill. 
. * Amount of bank notes in circulation: — 

Si»th February, 1790, ... Ip,817,3fl0 
25th February, 1791, .... 1.1,699,140 

G 
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With cnrcirmst^ces v^hidh were df themsfelvea 
calculated to excite a spirit of mercanf il^ etitt&t^ 
prrse. The consequence was, a very general fejt* 
tension of private paper and of trani^actions dri 
Credit, operating as cause and efiect itx a ghtii 
rise in the price of colonial produce, andi6f 
many other commodities*. While' the rise ih 
the price of commodities induced an ibcf^asdd 
itnport and diminished export, the reductiofi iti 
ihe rate of interest, indicated by the rise in 'th6 
three per cent, consols to 97| in March, 1702^, 
forced capital abroad jln th6 way of extended 
credits to the foreign merchants, and of dcca^ 
irional investments, even at that time, in fdreigil 
government funds. There was great extrava* 
gance in the direction of British capital, both at 
home and abroad; and, as invariably is the 
case in times of speculation, the country was> 
both in and out of Pariiament, represented to 
be in a state of unexampled prosperity. 

The treasure of the bank then flowed out as 
fast as the directors could wish. The ex* 
changes! fell in the beginning of 1792 suffi* 
eiently to admit of an efflux of bullion. 

-* Ck)m was not among the number, as the season happened 
to be abundant. 

t The Hamburg exchange fell to 84s. Sd., and the price 
of foreign gdld rose to 4/., and 6f Spanish dollars to 5^. Sd. 
The reduction, therefore, of thertreasure of the bank, from 
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This superfluous paper and credit being 
brought, after an interval of more than twelve 
months of speculation and of artificially-raised 
prices, to the limiting principle of final liquida* 
tion in gold, at its, standard value in, the rest of 
the world, was swept away at the ^ close .of 
1792 and the beginning of 1793. The destrug^ 
tiop, of the redundant and factitious circulation^ 
was accompanied by a commercial crisis so 
violent, and in so many points resembling that 
which we have just now experienced, that a re- 
ference to historical notices of it, will, perhaps, 
be read with interest ; and I accordingly insert 
in the Appendix (A) some extracts of such 
notices. 

the computed amount of 9, 5 S 8, 000/.- which it stood at in 
September, 1791, to 6,255,000/., in September, 1702, seemfi 
tci be accounted for by supposing an exportation to that ex- 
t$fiU The subsequent drain of nearly three millions more in 
the six months following, (the exchanges having then turoe^ 
in our favour,) appears to have been absorbed into the 
country (circulation, to make good the chasm occasioned by 
the discredit of the local notes. * 
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SECTION IV. 

Upon the Difficulty of regulating a Paper Circulation^ 

We have seen that one of the great difficulties 
attending the regulation of the bank issues, 
with reference to the proportion of its paper to 
its treasure, has arisen out of the endeavour of 
the directors to preserve a uniform rate of dis* 
count, while the market-rate is liable to great 
fluctuation. But, although the management of 
the circulation of paper by the bank has been, 
according to the view which I have ventured to 
take of it, any thing but judicious, I am prer 
pared to allow that/ the regulation of the issues 
of such an estaldishment as the Bank of Eag- 
land, supplying, as it does, the whole of the. 
paper circulation of the metropolis, and the 
basis for a large proportion of the paper circu- 
lation of the rest of the kingdom, is a matter 
of great diflSculty*. 

* Part of this difficulty arises out of the nature of the 
country bank circulation. The issues of country bank notes 
seem to be dependent on circumstances not immediately 
under the control of the Bank of England. I have, on a 
fonper occasion, stated instances, in which there was a con- 
siderable growth of country bank notes, without any coinci- 
dent, or immediately preceding, increase of Bank of England 
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There is, indeed, so much nicety requisite, in 
regulating a circulation, of that kind, and of 
that magnitude, do * a^ • io ; i*coid the danger 
of frequent and great variations in the value 
of the currency, in the rate of interest, and in 
the state of credit, that I have great doubts 
whfether- aay person, or body of persons, waUki 
bis costtpetent to the tiask ; nay, more, whe^fhev 
a system of currency consisting of so- large a 
proportion of paper^money, is not of necessity 
liable to great and preponderating eviis,-*^eyilB 
((juHe sufficient to outweigh the consideration off 
l^he^ cheapness of such a medium of exchange/ 
- It' remains for us to inquire whether the 
bank directors, or any other body of men, can 
iiaveany criterion by v^hid^^ihey can decide 
with kccuracy^ at an^^ paliiculftr period, that 
an issue or a contraction of their paper will or 

notes ; ftDd other instaoceyi in which there has been a consi**' 
derable reduction of the country circulation, notwithstanding 
an increase of the bank issues. At the same time, we have 
seen, that if, coincidently with circumstances favourable to 
the growth of- country paper, the Bank of England should 
increase, its issues, the extension of the former will be the 
greater and more rapid ; and the reverse, of course, under 
opposite circumstances. The indirect effects, therefore, as 
well as the direct effects, on the rate of interest and the 
prices of commodities, of any given enlargement or contrac- 
tion of the circulation of the Bank of England may be very 
great. 
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will not be excessive, and by whicb they can 
keep the currency at an uniform vailue. 

It will be urged that the state of the exchanges 
affords this criterion. 

That the exchanges do Indicate excess or 
deficiency in the drdulating medium is perfectly 
true, and that such indication of excess exi£rt;ed 
in the summer of 1824, when the bank in- 
creisised, instead of diminished, its issues, has 
already been stated. 

But it still is a question, whether the ex- 
changes indicate quickly enough, and with 
sufficient precision, the degree of excess or 
defect of the circulating medium, and the conse- 
quent degree of the tendency of gold to flow out, 
or to flow in, so as to admit of preparation on the 
part of the bank, to counteract that tendency, 
and to proportion the effort to the occasion. 

The facts which have been already referred to, 
connected with the recent state of the circula- 
tion, leave no doubt that it was in excess, as 
compared with the value of gold in the rest of 
the world, for several months before the excess 
was manifested by the exchanges, or by any 
decided efflux of the metals. There was ground 
indeed for precaution on the part of the bank, 
according to the opinions of the directors 
avowed on former occasions, but there was 
none by the generally-acknowledged tests. 
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;,,Tte ejjplfmfttipa^of.the fact of i^he ^istewa 
of excess^ by y(hioh I tx^e^xx, smh w i^ularge- 
taent^ Qf tb^ circulation through the medium of 
paper, as oanaot be maintained at a level with 
tb»e vAlue of gold in the rest of the worlds to 
wbidi.^e^vwst e)i?:ejQtually; conform,, appears tp 

. Th^ principal mqdima; through which the.ex- 
ohfrnge^Jore affeiet^, i^.that of prices. Such of 
these as relate . to objects ^f interchange with 
other oQuntries^ if raised beyond tb£ bullion 
prions . of. those countries, will induce an in* 
qt^eased imp(»rtation and diminished exportation 
oCithose^conunodities, . But it notun&equently 
raquiiffis an internal . of some length, before the 
commodities which are interchangeable, with 
other . countries jure a^Qscted by an jEixcess in 
the circulation^in such a degree as to produce 
the effect of increased import, and diminished 
export, v&a!* ;. and eren that effect may not im- 

' ♦ ^WbeTB k prohibitidir of imptfrt of dftfclde erf extensive 
ceasumptioa ei^ts, especifiUy when that prohibition extendi ■ 
t0 iN> infMctaht am iffticle as dovn^ an '. xntervtal of greater 
Ungtb may elapse before th^ level of a currency, which has 
been disturbed by excess, can be restored, than where ther^ 
is a perfect freedom of trade.- But it k pi^bable that the 
esteesB could nothave taken place at all^. and certainly not 
ta ^^ same ektent^ if ooni had been importeble at a mode*^ 
rate duty ij^ 1623. The price would not have ri$en as it 
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mediately operate on the ^xdian^ei^. Tfhere^ 
may be counteracting cii^eumst^ces. - Th^ 
excess may have communicated itself- in an»ifi^' 
creaised medium of credvt; to the tK>untriesr !^ith 
which we happen to have* th& greateM itkt&U 
c^oge ; and . it has so happened; t^t in som^ 
remarkable instances thist has been tbe case, as 
in 1618, and very particularly in 17^1. Itiifl 
only upon the final liquidation in goldy of-^be 
engagements connected with^tbe extdnsioii' of 
this international circolattion of credit, that the 
effect one way or the othec-qpop the esehanges 
is produced ; and this ^Eeet will be so'^vnoeh 
more violent, as the^ previous miscalodation 
upon the value of the currencyt has/ beenrof 
long duration. i >i: - .-• .- • '.w ?••/• 

It is therefore impossible to estimate with any 
approach to exactness, the force and permanence 
of the causes which may produce an in£tix or 
an efflux of the precious metals, even when the 
direction of the tide has manifested itself; and 
accordingly the degree of the increase or con- 

« 

did, giving occasion, as has been sbewn^t toanincseAfiOd cir- 
culation of country paper ; neither \rould itzbave been^liaMe 
to the great fall, which, after an interval of famine, is, under 
the present system, inevitable. 

Our com latra, therefore, besides all the other evils whioh 
they produce, aggravate the fluctuations to which the value 
of the currency is liable. 
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trac^tion of tiiedmnk iasues uecesMry'tOicoun- 
teract the one. or the< other, cannot always be 
deterjQtUBed* . 

' In somednstaqoee.it has been found that an 
efiSius oi the metals. could not be. stopped even 
by; a contraction of the bank circulation toan 
amount, below that at which it stood befaref 
the: (enlargement, which produced the efflux^ 
wasmade. . 

;< Ther draiDi nearly to exhaustion^ of the bank 
treasure in 1783, took place, notwithstanding 
the imsiense proportional reduction of the 
affiouat ofi its issues, comcidently with the. 
progtsesa of: t^at drain of which I here give the 
atatirandnt^-^The computed treasure compared 
with the issues stood thus : — 

■ 

Cash and'BolUon computed 

fr*iB the Scale. Bank Notaa. 

March 1782 .... 3,648,000 .... 9,160,470* 
Oct. 1782 .... 2,332,000 .... 6,371,300 
March. 1783 .... 1,261,000 .... 7,338,230 
Oct. 1783 .... 473,000 .... 6,804,620 

* The amoimt of haok notes here stated, is extracted from 

the Appendix to the Report of the Lords' Coininittee of 

Secrecy in 1797. Of the circulation previous to 1782, I 

htaye not heen able to find any connected account for an 

uninterrupted series of years. Mr. Samuel Thornton, in his 

evidence before the Lords' Committee in 1819, p. 76, states, 

that in 1779 the amount of notes was 6,000,000, and that 

in 1780 they were increased to 8,400,000. 

It 
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Thia ccmtrection of- the ciitteacy w«a.,al:- 
jteud^dy as loight have been eitpected^ ^yith a 
great rise in the rate of interest ; the best cri^ 
terion of which is, that three per cent* coinsqls 
which had risen in March 1783, immedialiely 
after the peace, to 68, fell by the close of:(b& 
year to 58, eventually to 54, and continued 
under 60 till September 1785. The omnium 
of a loan concluded in 1783, after having been 
at a premium of upwards of eight per cent, fell 
afterwards to below par. The rate of discount 
on mercantile .bills, being limited by law to five 
per cent, affords of course no criterion; but 
all property yielding a revenue fell so much, as 
to indicate an extraordinary increase in the 
rate of interest. *' Every one (says Chalmers, 
in his Estimate, p. 186) must remember how 
impossible it was for individuals to borrow 
money on any security for any premium till 
towards the end of 1784." 

Id a subsequent, and more remarkable in« 

I^ may be wortl^ while here -to pemark, thai asamning the 
above amounts to be oonrectly Btated> an increase) ivhich 
eventually inroves- to be an excels, may be in progress for 
some time before it produces such an effect upon the ex- 
changes as to occasion a drain upon the coffers of the bank, 
for it appears that the amount of treasure was at its medium 
nearly two yeigrs later, when there was. a atiU. further. in- 
crease of notes. 
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stance, viz., from if §5 to 1797^, tte contract- 
tioh of paper, in order to arrest the progress olF 
tbe drain of gold from tbe bank, was stiU 
gtehter *. 

Tiie comparative amount of bank notes stood 
thiis: — 

. Ffibrujaiy 26 . . 1795 12,968,707 

„ „ . . 1797 . . . 8,167,949 

This contraction, exceeding four millions and 
a half bf bank notes, which reduced the circula- 
tiori below the average of what it. had been in 
the preceding eight years, was accompanied 
by a great rise in the rate of interest, and 
proved ihsuflScient to avert the catastrophe of 
suspension. The price of the public funds 
fell, as is well known, in an extraordinary de- 
gree; but as the foil of the funds, and the rise 
x)f the market-rate of interest, were connected 
with the political events of that time, no accu- 
rate estimate can be formed of the effect which 
can be distinctly ascribed to the contraction of 

* By the foUowing comparative statement of the amount 
of the bank treasure, accordmg to the scale and computation 
from it, before referred to, the drain -was upwards of six 
millions and a half. 

-Amount of Treaaaie. 
' March 1795 ...«., 7,940,000 
Feb. 1797 ...... 1,272)000 
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thfe ^circulating medium which then took place. 
The bank directors continued, indieed, to dis- 
count at the rate of five per cent., but they t9ok 
oTily a very limited proportion of the bills 
offered. This limitation was in its operation 
equivalent to a great rise in the rate of in- 
ttrest*. • ■ ' ' ' "' • :' 

' If then, under circumstances occasioning a 
drain on the bahk coffers, so great a contracfioh^ 
attended with so great a rise in the rate of in- 
terest, is requisite, it may be inferred from 
analogy, thkt in ordei* effectually to prevent an 
inconvenient influx under the opposite circuni- 

^ Hie circumibtaiices connected with the variations in 
tbe value of the currency betyreien 1782 and 1797, had 
struck me so forcibly, that it was my intention to have ad^ 
verted to them in my former work. With that view! had 
drawn up a sketch of the. reasoning which the. facts CDnr 
hected with that period suggested to me ; but I was ii^- 
duced to omit the insertion of it, because to have done 
justice to the argument, required a reference to statements 
;and 63cplanati<xis. which would have led me further than' was 
consistent with my original plan. I now, however, give in 
the Appendix (A 8.), the fragment exactly as it was written 
in 1822, because in that form it is most strictly explanatory 
of the point of view in which I then considered the bank 
restri^ion as (grating on the value of the c<irriBncy,'and 
because it will be equally applicable to correct the v^ry 
erroneous opinions which pi»ev«il>- as to the eosemptionof the 
currency from fluctuations in value, during the interval 
which immediately preceded the bank restriction. 



93 

stanq^s, a proportipnate enlargeioeiit^Qf is3Qil9 
and reduction of the yate of inteceeit ivoidd bp 
necessary. . , 

But tl^e fJifficulty is not so mnch in pirev^* 
ing the gold from coming^ in, as ip knowing 
the strength of the tide^with which jit sets in» and 
the precise level at which its force is likely t;9 
be spent. In endeavouring topreyentan infux 
by increased bank issues, the opposing .power 
may be insufiicient ; in which ca^» tbjs gold, 
after having conjie in, is to be . sei^t back, at' 
the hazard of creating too vioile^t an efflux; 
or, the opposing power m^y. he too forcibly 
applied, and then, : not only will the influx be 
previ^nted, but a drain wil] be created, which, 
operating by the k supposition on a small 'Stock 
of bullion> endangers' the complete exhaustion 
of the bank. And, as I have before observed, 
I know of no criterion by which the exact 
degree of the increase of the issues requisite 
cau, be ascertained. ^ 

- Foe instance, the proportion of enlargemeot 
in 1801 add 1822 requisite, under such circiitn- 
'stances, might have been to the extent of five 
pr six millions, and this enlargement might 
have . been consistent with getting . a stock, of 
bullion to the amount of one half of what the 
bank eventually did get, and consistent like- 
wise with not causing atiy immediate depres- 
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sioD of the exehangea bel(yw par. B«t» from nihftt 
we have since seen, it is dear that such ao in-i 
creased amount of paper could not have been 
kept in circulation ; and. the necessity for a con^ 
tractioa >vmild have arisen so .much earlier and 
more urgently. I say> so mneh more ur^ntlyii 
because^ the bank having more paper out and 
less buUioaiaitStCoffiirs, a larger proportion oC 
the contraction must have been ^ec ted .through 
the medium of the rate of interest, itiasmuchr as 
less of its^paper could be cancelled against the 
demand for gcHd. It vras only in consequence lOf 
having so large a treasure when the drain com^* 
menced in 1824, that the bank was enabled to 
stand tht further progress of the run in 1 18^5, 
without a great reducticm .of its issues; ai^d 
even that proportion of treasure was^ hardly 
sufficient to place its solvency out of dangen. 
It was at last saved from exhaustion only iby 
the sudden and unprecedentedly great contrac- 
tion of the whole amount of the currency by 
the failures of the country banks; and .ftiOeoH 
siderable part of that very contraction was in 
fact produced through the medium of the great 
rise in the rate of interest^ which prevented 
many of the bankers from borrowing to the 
extent to whidi they had been accustomed^ 
and on which they had relied. ' 

If a great and sudden variation in the rate 
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>df interest f b<e, as I think it demonstrably is» 
an idevitaUe efffect of extremes such as I bave 
described, aiKi 'sueh as cmfoTtunately fte re- 
volskm which the oommercial part of the com'* 
liiuiiity is now sufficing, proves to be of more 
iitAh barely possible occurrence, tbei^ nrast be 
a proportionate variation, \ipon every inter* 
mediate degree of enlargement or contraetie& 
ef the circulating medium. 

The result of the preceding reasoning upon 
the regulation of a paper circulation, even with 
a considerable amount of bullion and- coin in 
the country to meet emergencies, seems to be 
this:-^ 

That the exchanges do not always indicate, 
until after some internal, more or less accord- 
ing to circumstances, an excess or deficiency 
in the circulating medium* 

That when the exchanges do indicate an 
eMess^ or deficiency, they do not indicate 
the force of the tide in which the metals are 
fbwing in or out. 

* It is distinctly to be understood, that in speaking of 
the rate of interest as being powerfully affected by the 
regulation of the bank issues, with reference to the state of 
its coffiBrs, I mean only the temporary effect which is pro* 
duced during, the progress of the forcible extension or con* 
traction of the paper. When that effect is completed, the 
rate of interest will be the same, whether the value of the 
currency be at a higher or a lower level. 
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That, consequently! the bank directors have 
no sufficiently accurate criterion by which they 
can regulate their issues, so as constantly to 
preserve the paper circulation at the level which 
a gold circulation would preserve, with respect 
to the currency of the rest of the world. 

That this being the case, when an influx or 
efflux of the raetals begins, and when the ne- 
cessity for the enlargement or the contraction 
of the circulation is apparent, such enlargement 
or contrsiction must be made to a greater ex- 
tent and with more suddenness than would be 
recjuisite if the circulation were in great part 
or wholly metallic * and that prices must be 
thus proportionally more affected. 

Lastly, that this alternation of enlargement 
and contraction being made through the 
medium of increased or diminished loans to 
individuals or to government, the immediate 
effect of such alternations is to produce sudden 
and highly inconvenient variations in the rate 
of interest. 
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SECTION V. 

Vj^nthe Cl^advantag^es of « Circulation in which Paper is 
in large Proportion compared with the Metals. 

^ 'The last Section relates to the difficulty of 
regulating a paper circulation, even with a 
reserve of coin and bullion as large as has or- 
dineirily been ki^pt in circulation, and in the 
cK)ffers of the bafik, in this country* It ap- 
peal's to mis that the reasoning in that chapter 
tnay be applied generally, and that it can be 
p*ot^, or rendered highly probable, that the 
value of the currency will be more uniform, in 
proportion as the ^antity of the metals, com- 
pared with the paper in circulation, is larger. 

As these opinions are at variance with the 
plan which was first suggested by Mr. Ricardo, 
and has since been recommended by Mr. 
M'GuUoch, to maintain an exclusive paper cur- 
rency convertible into bullion only, and as every 
suggestion proceeding from those distinguished 
writers is entitled to respectful attention, I 
deem it incumbent upon me to examine, some- 
what in detail, the merits of that plan* 

In Mr. Ricardo's '' Proposals for an econo- 
mical and secure Currency/' p. 8, is the follow- 
ing paragraph : — ** Amongst the advantages of 

H 
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a paper over a metallic circulation, may be 
reckoned, as not the least, the facility with 
which it may be altered in quantity, as the 
wants of commerce and temporary circum- 
stances may require, enabling the desirable ob- 
ject of keeping money at an uniform value to be, 
as far as it is otherwise practicable, securely 
and cheaply attained." Of the superior cheap- 
ness of paper as a material, there can be no 
doubt, and if there were no counter-balancing 
disadvantages in the fluctuation^ of value, 
attending the exclusive use of it> thK» would be 
a sufficient reason for its adoption. 

Mr. M'CuUoch, in his recommendation of 
Mr. Ricardo's plan, in. the article Msonej/y in the 
Supfi. Elna/cL Britann., gives the following esti- 
mate of the proportion of bullion, which he thinks 
may be sufficient to secure the convertibility 
and the consequent uniformity of the value of a 
given amount of paper. — '^ By declaring Bank 
of England notes to be a legal tender, and by 
obliging the bank to give bars of bullion to those 
only who made a demand for 1000/. or SOOO/. it 
is nearly certain that the bank would be able to 
keep twenty-five millions of notes afloat, with 
not more than one or two millions of bullion in its^ 
coffers as d^ad stock." Here it is assumed as 
nearly certain^ that two millions, and, in this 
view, it must, consequently, be quite certain^ that 
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five millions of bullion would be sufficient to . 
keep in civcxABt^m twenty-five miHions of 
paper*. 

There would be, under this plan, as I have 
already endeavoured to shew with respect to 
onr present system, no inconsiderable drfficrrhy, 
under circumstances favouring an influx of the 
metals, to prevent an accumulation in the 
bank coffers, beyond the maximum of the 
amount proposed : for Mr. M^JuIloch, in the 
same article, provides that the bank should be 
obliged to buy gold at SI. 17*. 6d. or 3/. t7s. 
But even admitting, that by a sufficiently forcible 
reduction of the rate of interest, such an addi- 
tion may be made to the circulation of paper as 
to stop the influx of gofdf, and that there may 

* Mr. Ricardo, in his evidence before tlie Lords' Com- 
mittee, on Cash P&ymehts, in 1819^ with reference to his plan 
of bullion pajmentBv by which h6 proposed tci Ikaii tlie obli« 
gation on the .part of the bank to pay notes anly of .dO/», 60^., 
or 100/. value, or to a number of smaller notes, amounting^ 
in the whole, to such a sum, gave it as his opinion, '^ that 
three millions of bullion would, under good management, be 
amply sufficient, upon a supposition of twenty- four millions 
•£ Baak of England Botes in euxsttlation." — Minuiea of JBm* 
dmce^ pw 1&7, 

t When I speak of the circumstances determining an in- 
iknx ^ the metals, I mean thAt there may be large returns 
from abroad, to be made lor pr&iaovS' exports from this 
country, at the same time that, owing to good harvests of 

H 2 
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not be danger, as well as inconvenience, in the 
attempt ; it is under the opposite circumstances 
that the greatest disturbance of the currency is 
likely to arise. 

With a bank circulation, then, of twenty-five 
millions upon a reserve of five millions of 
bullion, suppose (no impossible, nor even impro- 
bable case) that, owing to a failure of the crops 
at home, and the consequent necessity of an im- 
portation of com, or to over-trading of any.kind, 
extra payments abroad, to the amount of seven 
or eight millions, are suddenly required beyond 
the sums due, and immediately available, to this 
country. But in addition to the sudden neces- 
sity for payments for an unusually large importa- 
tion, there may, if it be a period of war, be a 
large expenditure abroad by government, for 
subsidies, or for the pay of its troops ; or, in 
peace, there may be loans or other financial 
operations, such as the conversion of the French 
rentes, or extensive re-coinages abroad, which 
may still further swell the payments to ten 
millions or upwards. 

Assuming then, that, under these circum- 
stances, extra payments are to be made within 
six or even twelve months, amounting to ten 

com, or a previous over-supply of imported commodities, 
the demand for the produce of other countries i^ less than 
usual. 
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millions, how, I will ask, are these payments to* 
be made? I am aware that it is commonly 
argued by the advocates for an exclusive paper 
currency, that foreign payments to any amount 
may be provided, by such a contraction of the 
paper, as will raise the value of the currency 
and depress the prices of commodities, thus 
causing an additional exportation, which will 
make the payments to the extent required. But 
no explanation is given of the process by which 
such an increased export of commodities can be 
made with sufficient promptitude to meet the 
exigency, which is sudden and urgent. 

I am ready to admit to the fullest extent that 
can be desired, that the reduced prices in this 
country consequent upon the contraction of the 
paper, will eventually diminish the importation 
and increase the exportation. There is, in fact, 
no difference between the advocates of a paper 
currency and myself, as to the principles by 
which international exchanges are ultimately 
balanced. The only question between us is as 
to the extent of the disturbing causes, for which 
they make little or no allowance, while it is my 
opinion that these* may occasionally be of con- 
siderable extent and duration. 

When foreign payments, to the amount above 
assumed, are to be made, the number of re- 
mitters beyond the number of drawers, causes 
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tlie exchange to fall to such a rate as makes the 
exportation of gold profitable ; and as, by the 
supposition there is no gold in circulation, the 
remitters apply to the bank for gold in exdiange 
for its notes. 

Supposing, then, that by the contraction 
which the bank might find it necessary to make, 
in consequence of the fisdl of the exchanges, and 
the drain thrice arising on its coffers, commo- 
dities should fall so much, that many, which it 
would not before have answered to export, ad- 
mit now of being sent abroad with a profit. But 
before the fall can be known id the East and 
West Indies and America, and the distant parts 
of Europe, so as to induce fresh orders from 
thence, several months must elapse. Or, if spe- 
culative shipments should be made, it is to be 
observed that these are not likely to form 
any immediate resource. It is the common 
course of trade» that a very considerable pro- 
portion of the manufactures of this country 
are shipped for account of the manufacturers, 
who, through their agents abroad, sell the 
goods, when they reach the markets, to the 
dealers and shopkeepers on credit; so that 
taking the time occupied in the shipment, the 
transmission, the interval between arrival and 
sale, and again between the sale and the ex- 
piration of the credit, a period of a year and a 
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half, or two years, may elapse before the funds 
arising from such shipments can be made appli« 
cBhle to foreign payments. Some increased 
shipments will, doubtless, be made to the 
nearer ports of Europe, and of these part may 
foe for account of the merchants abroad. But 
all persons conversant with business must be 
aware that therje is not likely to be any consi- 
derable increase of funds available for an emer- 
gency from this source. 

It would, perhaps, be tedious to enumerate 
all the reasons why it should foe so. I will 
mention only one or two. The fall, which .foy 
the supposition, takes place suddenly in the 
price of commodities here, would have the effect 
in the first instance of reducing the price of 
similar commodities which are held as stock 
aforoad, from the anticipation of an increased 
and cheaper supply from hence. And, in point 
of £aict, on such occasions of ialling markets, 
there is little speculative demand. Another 
circumstance which prevents any immediate 
increase of drawers for shipments made in con- 
sequence of a fall in prices from the contraction ^ 
in the currency, is, that the effects of so great a 
contraction in this country, must inevitafoly foe 
felt in a depression of credit, greater or less, in 
the places abroad, with which we have any 
considerable intercourse, and there will, con- 
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sequently, be a disinclination to authorize drafts 
from hence to any great additional. extent. That 
there will be eventually an increased export, 
there can be no doubt, but it is equally clear 
that a very small proportion only of it will be 
available as a means of making an immediate 
foreign payment. There will, likewise, even- 
tually be a diminution of imports ; but in the 
mean time an unusually large importation is 
forthcoming, in consequence of orders which 
had been sent from hence : before the fall of 
prices, and for that importation it is that the 
payment is to be provided. 

After the explanation which I have here 
given, it must be obvious that there is hardly 
any conceivable degree of contraction of the 
paper, upon such an emergency as that which 
has here been assumed, that would be effectual 
in forcing so great an additional export of com- 
modities as would preserve the exchanges at 
any thing like their level. While, on the other 
hand, in the case of a circulation consisting 
chiefly, or in large proportion, of coin, the 
utmost limit of the contraction would be the 
amount of the extra payments supposed ; as, in 
fact, the abstraction of so much coin would 
effect the payment : but in the progress of the 
payment, the currencies of the places to which 
it was made, would, by the addition of so much 
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specie, be more nearly assimilated in value to 
ours, thus diminishing the pressure upon the 
exchanges. And it may, therefore, fairly be in- 
ferred that in the case of a circulation consist- 
ing of so large a proportion of paper, the con- 
traction requisite to keep up the exchanges, 
(even, if this were possible,) and to preserve the 
convertibility of the paper, would be nearly 
twice as great as in the case of one, in which 
the bullion in the coffers of the bank, and the 
coin in circulation, were of such an amount as to 
admit of the greatest part, if not of the whole 
of the extra payment being made in specie. 

But before the contraction could be pushed 
to any thing like the extent requisite for this 
purpose, the notoriety of the drain upon the 
bank, and of the smallness of its reserve, would 
create a run, from fears among the holders of 
paper for its eventual convertibility; and the 
suspension of cash payments would be inevi- 
table. It is in vain to call this a panic, and to 
say that no system of banking can be proof 
against a panic. A panic is an apprehension be- 
yond the occasion ; but in the case supposed, 
there would be just ground for apprehension. 
The only rational foundation for confidence on 
the part of the public in a bank, is a knowledge, 
that the reserve is ordinarily of sufficient mag- 
nitude to serve as a security against casualties 
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and emergencies. Now a reserve of one-tenth, 
or even one-fifth, would present no such secu- 
rity, and would naturally lead to the recurrence 
of frequent alarm and periodical suspension. In 
the event, therefore, of a contraction to meet 
foreign payments, the drain would be increased, 
and the effects of the contraction aggravated, 
by the necessity which the bank would be under, 
of supplying bullion to the circulation ; while, 
in the case of a circulation, in which there was 
a large proportion of coin, the effects of a drain 
upon the bank, whether from previous excess or 
from any unusual foreign payments, would ad- 
mit of being counteracted and speedily reme- 
died by supplies of coin from the circulation*. 

Of the comparative facility with which the 
coffers of a bank which has suffered too great a 
reduction of its reserve by imprudent issues of 
paper may be replenished out of a circulation 
consisting in great proportion of coin, notwith- 

* If an amount of bullion, adequate to the purpose of 
making the payment, were in the coffers of the bank, the 
contraction might be less, than if the whole or the greater 
part were to be taken from the coin in circulatipn. But as 
it might happen that when the occasion for a sudden pay- 
ment should arise, the treasure in the coffers of the bank 
might be below its avei*age amount, there would be no secu- 
rity against their exhaustion, unless the circulation were 
abundantly supplied with coin. 



107 

standing.acoiacideiitdemand for large payments 
abroad, a strong instance is afforded in the case 
of the Bank of France^ in 1817 and 1818. The 
circmnatanoe is thus stated in Mr. Baring's 
evidence, in 161 9« (Vide Report of Lords' Com« 
mittee on the Resumption of Gash Payments, 
p. 103.) Speaking of a drain which that bank 
had ejcperienced, he says : — ** Their bqllion was 
reduced, by imprudent issues, from 117 millions 
of francs to 34 millions of .francs, and has re- 
turned, by more prudent and cautious measures, 
to 100 millions of francs, at whijch it stood ten 
daya ago, when I left Paris. This considerable 
change took, place since the .first week in No- 
vember, when the amount of specie in that bank 
was at its lowest. It must^ however, be always 
recollected that this operation took place in a 
country, every part of the circulation of which 
is saturated with specie, and; therefidre, no in- 
ference can be drawn in favour of the possibility 
of .so rapid an operation, in this country, where, 
owing to the absence of specie iix cimulation, 
the supply must eiiitirely. come from abroad; for 
in Paris, though some portions naay have come 
from foreign countries, the great supply must 
undoubtedly have come through all the various 
small channels of circulation through that 
kingdom." 
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Again, in tbe same Evidence, p. 105:*^ 
'' Q. Has not France, after two years of great 
scarcity in com, and two years of foreign con- 
tribution, been able to contribute a proportion 
of the precious metals to the wants of Russia 
and Austria ? 

** A. Undoubtedly, the precious metals have 
been supplied from France to Russia and 
Austria, and shipped, to a considerable amount, 
to America, notwithstanding the payments to 
foreign powers, and very large payments for 
imported com, whilst, at the same time, wine 
having almost totally failed for several years 
past, they were deprived of the most essential 
article of their export." 

And, in reference to these payments, in the 
preceding answer, Mr. Baring states, that they 
" produced no derangement whatever of the 
circulation of that country (France)." 

It may not be unimportant further to remark, 
that the state of the currency in France, ever 
since the suppression of the assignats, appears to 
be decisive of the great advantages attending a 
metallic circulation, in times of political diffi- 
culty and danger. On no one great occasion 
did her efforts appear to be paralyzed, or even 
restricted, by any derangement of the currency; 
and in the two instances of her territory being 
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occupied by an invading anny, there does not 
appear to have been any material fluctuation in 
its value. 

To this facility of resource, and . exemption 
from great disturbance of the currency, arising 
out of a large circulation of coin, the derange- 
ment which took place in the currency of the 
United States of America, very soon after the 
breaking out of the last war with this country, 
presents a striking contrast. Upon the first pres- 
sure of financial difficulty, nearly all the banks, 
notwithstanding , the utmost efforts to contract 
their paper, suspended their payments in specie. 
And this circumstance was not only felt, in 
greatly embarrassing the government of that 
country in its operations during the remainder 
of the war, but entailed a very unsettled state 
of the currency for some years after the termi- 
nation of hostilities. 

It would appear, therefore, that a currency, 
consisting chiefly of paper, requires a much more 
violent degree of contraction to meet the occa- 
suional emergencies of sudden payments, than is 
necessary in a circulation containing a large 
proportion. of coin; and that there are emergen- 
cies of no improbable occurrence, in which the 
utmost possible contraction would be insuffi* 
cient to preserve the convertibility of the paper. 

This difficulty, or rather, I should say, impos- 
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dibility of meeting many conceivable exigencies^ 
witbcmt a large reserve of gold and silver, seems 
not to have occurred to the advocates for a cnr« 
rency consisting' of paper circulating upon a 
very small reserve of bullion, as an objection to 
their system. They have overlociced the ob- 
structions, which distance, habits of trade, 
legislative restrictions, and various casualties 
and miscalculations, that are inevitably inci^ 
dental to all extensiv^e commercial relations, 
interpose in the way of such an immediate ad- 
justment of international payments, as ought, in 
their view, to supersede the necessity for the 
transmission from one state to another, of any 
considerable amount of bullion. 

It may, perhaps, be said, that the late crisis 
has been felt in France, in the Netherlands, and 
in Hamburg, as well as in this country; and in 
the United States of America ; and that, there-* 
fore, no argument can be drawn from it against 
our papei-system. That the crisis has been felt 
in other places, I am quite ready to> adimit, and 
I have formerly had occasion to> notice an in- 
stance of a great derangement of credit in 
Hamburg, arising out of speculations^ which 
appear to have had their origin in that city. 
But the occurrence of sneh instances of derange^ 
menf is comparatively rare, and; a&appMedto 
a city like Hamburg, is not strictly anakgous to 
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the case of disturbance of the value of the car- 
reircy in an extensive and populous district or 
country, iiambutg' is a mere cluster of mer- 
chants, of ^ highly enterprising character, among 
whom, thoie are considerable dealings on credit, 
and, where the trade is consequently sub^t to 
great vicissitudes*. 

There have also been extensive failures at 
Paris, Amsterdam, and Berlin; and there has 
been a general rise in the rate of discount in 
those places. But these failures were chiefly 
among the speculators in the public securities 
of. the different states of Europe and America. 
Now these public securities are neither more 
nor less than annuities, which depend upon the 
rate pf interest for their market value^ and, in 
their turn, produce a temporary influence on 
the rate of interest; and, as these annuities 
form one of the most extensive classes of ob- 
jects of interchange between London and the 
great commercial cities of Europe, it is quite 
clear that the operations of the former must^ 
from their relative magnitude, influence the 

• The instances of Hamburg and Liverpool, of which 
Liverpool is the most remarkable for its enterprise, and its 
rapid progress in wealth and population, are decisive as to 
the inference, that banks of circulation are not essential, 
as has been supposed, to the development of oommerciai 
activity and adventure. 
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latter; consequently any great fluctuations in 
the funds, which produce extensive failures, and 
a rise in the rate of discount, here, must pro- 
duce some corresponding effect on the places 
which I have alluded to. But, in the instance 
of none of those failures, does any general de- 
rangement of the currency appear to have been 
experienced in the countries or districts adjoin- 
ing to those cities. And, although the rate of 
discount rose abroad, that risQ indicated. the 
utmost rate paid for the use of monied capital. 
Whereas, during the crisis in this country, the 
real rate of interest must be considered as having 
been very much higher, as I have before stated, 
when alluding to the ruinous expedients which 
were resorted to in order to evade the oppres- 
sive restrictions of the usury law. 

But, it may be further argued by the parti- 
sans of an exclusive paper circulation, that the 
great fluctuations in the value of the currency 
which have occurred within the period nqw 
under discussion, may be ascribed to the very 
imperfect and insecure grounds on which the 
paper of the country banks in England has 
been issued, and to the injudicious manner in 
which the issues of the Bank of England have 
been regulated. 

I am certainly no advocate for the mode of 
management of the circulation by the Bank of 



113 

England, and I am ready to give up our country 
circulation as b^ng neatlythe worst eo&ceivable. 
But I have already endeavoured to shew that 
there is no test by which an excess in the issue 
of paper can be determined with certainty, till 
an interval greater or less after the excess, has 
elapsed. Now, as, alJL Conner experieoce, as 
well as the very nature of a paper currency 
issued by banks, leads to the conclusion that 
they will extend their notes to the utmost limit 
of the amount which the circuls^tion will tempo- 
rarily absorb, there seems to be no reason to 
suppose that under the circumstances, such as 
I have before described tiiem, fevourable to the 
extension of country notes, the issues of paper 
might not, and would not, have been carried 
as far by banks established on a solid foundation, 
9JSk it hafi( been by baak$. on a weak foundation^. 

* It wiU, perhaps, be objected tbat there has not been so 
much over-issue of paper, nor so much eventual contraction, 
in Scotland and in Ireland as in England. . That there has 
been over-issue and consequent contraction in both is certain ; 
in what degree I have no means of estimating. There does 
not hitherto appear to have been so much overtrading in 
those parts of the kingdom as in this ; although, perhaps, 
even upon this point it is yet too early in the subsidence of 
the (^sis to judge. That Scotland is, notwithstanding the 
superiority of her system of banking, liable to overtrading, 
and commercial distress may be proved by reference to 1814 
and 1815, when the failures at Leith and other towns of the 
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There would, therefore, have been a necessity 
for an eventual contraction, as great at least as 
that which has actually been made. The con- 

north, rather exceeded those of the south. In Ireland the 
disasters which attended her banking-system in 1820, may 
have been sufficiently recent to preserve her from so great 
an excess of paper as might otherwise have been circulated 
there. 

Since the above part of this note was written, accounts 
from Scotland state that commercial distress is beginning 
to be most severely felt there. The following extract is 
from the Glasgow "Free Press" of the 18th of January, 
1826.— 

*'The distresses that we ventured to predict as likely 
to result from the money panic, are now overflowing in 
every quarter, and many highly respectable merchants, ma- 
nufacturers, and traders, find no little difficulty in keeping 
their heads above the water. The lessening of the amduht — • 
the limiting of the time — and the increasing of the rate of 
discounts, are severely felt in Glasgow; and within the 
short space of twenty days, nearly the same number of 
hoiises are reported to have fallen in consequence. The 
state of business in Glasgow is as gloomy as it can well 
be imagined. This is an awful fa(^t, and a fact, the publica- 
tion of which, at an earlier period, might have augmented the 
evil ; but it is now too notorious for further concealment; 
Complaints are heard on every side, and the distress appears 
to be not only grievous, but general. To specify particular 
branches, even if we could do so, would be imprudent, but 
we confess that we cannot. All are alike affected; and 
though some have borne it better than others, it is not be- 
cause those have had less to bear, but because these have been 
less able to bear it." 



115 

* * • « 

tractioii would not indeed in such case/ be ef- 
fected, as it has been, through the medium of 
the failures of country banks, and would therefore 
not be attended with the peculiar description 
of distress which has recently occurred from 
thpse failures. But, it is clear that there would 
be the same depression of prices, whether the 
contraction were effected through one me- 
dium or another; as if is by the ineans of 
general prices alone, that the adjustment of the 
level can take place. This degree of fluctuation 
which must periodically occur, is, as I have 
shewn, over and above that to which a metallic 
circulation is liable. 

Viewed therefore in every light in which the 
subject can be placed, the conclusion strikes 
me to be irresistible, that the liability of a cur* 
irency to fluctuation in value, will be the greater, 
as the basis of the metals in proportion to the 
circulation of paper is smaller. 

Upon the great moral evils arising out df ex- 
tensive fluctuations in the value of property, as 
there is not, I apprehend, any difference of 
opinion, I will not dwell further than to observe, 
that, in as far as the liability to the occifrrehce 
of such fluctuations is greater with a pape): 
than with a metallic circulation, this ought to 
weigh heavily against the consideration of the 
pecuniary saving which is the only object pro- 

I 2 
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posed by the aubstitution of the cheaper 
materiaL 

But m truth, a great waste and positive loss of 
national wealth attends all such^ changes, by the 
misdirection^ of capital and industry which they 
occasion* 

Of the misdirection, which the artificial ex* 
citement to speculation,, incidental in so much 
greater a degree to a paper than to a metallic 
currency, is calculated to give to capital and 
industry, a memorable instance is afforded by 
the transition which we have recently experi- 
enced, and from the effects of which we are still 
suffering. 

If a computation could be made of the losses 
that have been sustained within the last two 
years, — by the excess of prices paid to foreign 
countries for commodities^, beyond what those 
commodities are worth for home consumption 
or exportation, — by the fluctuation in the de- 
mand for labour, at one time elevating manufac- 
turing wages beyoiid the rate wMch the eventual 
price of the manufactured goods could afford, 
and then depressing them so much, and throw- 
ing so many workmen out of employ, as to 
occasion an increased burden on the poor-rates, 

4 

* I have seen computations, by which it appears, that in 
the article of cotton alone, the loss amounts to upwards of 
two millions and a half. 
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— ^by loans to foreign states, which present no 
adequate security for repayment^ — ^by schemes, 
which upon a large outlay, hold out no prospect 
of any net profit, — ^by rendering the commodi-^ 
ties produced with a view to the consumption 
of particular classes, of reduced value, by the 
diminished demand, consequent upon the altered 
condition of a large proportion of the indivi* 
duals constituting those classes — it would be 
found, I suspect, to amount to an enormous sum. 
And if the proportion of such losses, not only on 
the Tecent occasion, but on many other similar 
occasions which have occurred in our commer- 
cial history for the last fifty years, which can 
be fairly ascribed to the difference between a 
paper and a metallic circulation, admitted of 
being accurately computed, I am fully convinced 
that, as a mere question of national wealth, 
the balance of loss would be greatly against the 
former. 
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SECTION VI. 

Upon the Defects in the System of our Circulation, which ' 

call for an immediate Remedy. 

Such and so great being the evils which seem 
to be inseparable from our present monetary 
system, and infinitely aggravated as these evils 
have been and are liable to be again, by errors 
in the administration of it, it will, when the 
whole subject comes before the legislature for 
consideration, upon the nearer approach of the 
termination of the present charter of the Bank 
of England, become a question of the greatest 
importance, to determine whether the whole of 
that system, as . connected with the circulation 
of promissory notes, ought not to be entirely 
re^modelled. 

In the mean time there are two specific evils, 
which are severely and extensively felt, and of 
which the remedy is so obvious and easy as to 
admit of being immediately applied- One of 
the evils is that to which I have already al- 
luded, viz., the secrecy and mystery in which all 
the proceedings of the Bank of England are 
enveloped. 

While that secrecy prevails, all investments 
of capital, all mercantile engagements, and all 
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contracts of whatever kind, are exposed to an 
element of uncertainty, in addition to any other 
that canhave been in contemplation : and plans, 
otherwise well combined, may be defeated by 
some great operation of the bank upon the cur- 
rency, which, if it were known and exposed 
to public scrutiny and discussion, would either 
be quickly abandoned, or would admit of being 
appreciated and acted upon. 

, It may, I believe, be set down as a rule, that 
the administration of all institutions, of which 
the functions or operations, in any. degree, 
affect the public interest, oughtto be constantly 
and strictly subjected to the supervision of the 
public. Such supervision is the only effectual 
safeguard against errors and abuses. Next to 
the administration of the state, there is no 
administration of any office so immediately and 
extensively affecting the interests of the com- 
munity, as that which is intrusted to the persons 
who are invested with the privilege of issuing 
paper-money, and who, by the. manner in which 
they exercise that privilege, have it in their 
power to produce great changes in the property 
and condition of eyery individual in thekidgdom. 
No man, nor set of men, ought, in my opinion, 
to be intrusted with that privilege : but being 
so intrusted, their exercise of it ought to be 
subjected to the constant control and correc- 
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tion of public opinion. Such publicity would 
enforce a steady and consistent adherence to 
some settled rule, the uniform operation of which 
the mercantile world might understand and be 
prepared fon There is no reason whateyerwhy 
the accounts of the Bank of England should not 
be published with as much fulness of detail as is 
exhibited in the accounts published half-yearly 
by the Bank of France. As a specimen of the 
latter, I insert, in the Appendix, E. a copy of 
an account for the last half-year, as it has re- 
cently been rendered. A statement of this kind 
ought to be required, not only from the Bank of 
England, but from every bank in the kingdom, 
which is allowed to exercise the privilege of 
issuing paper-money. 

The other evil which calls most urgently for 
immediate interference on the part of the legis- 
lature, is the state of the country circulation. 
Some security ought forthwith to be provided 
against the recurrence of failures of the country 
banks, such as those which took place in 1810, 
1815, 1816, and lately, in 1825. If the Bank of 
England would consent to give up so much of 
its exclusive privileges as would admit of the 
establishment in England of banking companies, 
on the footing of those in Scotland, the present 
country banks itiight be entirely replaced by 
banks on a differiBnt footing, and of unquestioned 
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stability. But as such a concession on the part 
of the Bank of England is not likely to be made, 
some other measures oughts in the mean time, 
to be adopted. Every country banker ought to 
be called upon to give some pledge of his ability 
to pay on demand the notes which he may be 
permitted to issue. Whether this object of se- 
curity would be best attained by requiring a 
sum to be invested in the funds, or by any other 
method, it would- lead me too far at present 
to inquire. 

But whatever may be determined upon as to 
the expediency of providing additional secu^rity 
for the general circulation of the country banks, 
there is one part bf that circulation which ought 
not, upon any footing, or with any modification, 
to be any longer tolerated. I mean the notes 
under £b. These are, in every point of view, a 
most objectionable medium of exchange. They 
are imperfectly convertible into coin, as, for in- 
stance, in the case of Mr. Jones and the Bristol 
Bank, last spring ; and, I believe, many instances 
of dijBiculty, short of absolute refusal of pay- 
ment, might be cited*. They offer greater 

* Since writing the above, an instance has occurred in 
which a demand, even upon the Scotch Banks, for coin or 
Bank of England notes, in payment of the local notes, was 
made the subject of angry animadversion by an Edinburgh 
paper the Edinburgh Evening Couranty of Jan. 7. While there 
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facilities for being issued in excess than notes 
of a higher denomination ; and they almost in- 
variably exclude specie entirely from the dis- 
tricts where they pass current. 

But leaving out of the question the considera- 
ton of fluctuations in the value of the currency, 
some protection for the lower classes against 
the severe losses to which they have so often 
been exposed, as the holders of small notes, 
when the banks issuing them have failed, is im- 
peratively called for. 

It is quite idle to contend that the lower 
classes have the option of refusing to take the 
country notes. Practically, in the great majo- 
rity of instances, they have not and cannot have 
any such option. But if there is any object 
more important than another for which the go- 
vernment of every state has been invested with 
the exclusive privilege of coining money, it is 
that of protecting the lower classes of society, 
who are little competent in this particular to 
protect themselves, from the risk of loss in re- 
ceiving their stipulated wages, or other pay- 
ments. And this function of the sovereignty, of 
issuing coin, which, under the strongest sanc- 



is any feeling of this sort of the harshness of demanding coin 
for the notes of a bank> such notes are more or less imper- 
fectly convertible. 
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tion, certifies to every member of the community 
the weight and fineness of the money which 
he may be entitled to receive, is justly guarded 
against the interference of private individuals 
by the severest penalties. But by a strange 
inconsistency, while such care is manifested to 
secure the community from being imposed upon 
by metallic money of less than standard-value, 
every adventurer who chooses to follow the 
trade of a banker, is allowed to issue a spurious 
paper-money, which having neither intrinsic 
value nor any adequate security for eventual 
convertibility, is in too many instances, neither 
more nor less than a fraud : a firaud of which 
the most numerous, and most helpless classes, 
and those who can least bear the loss, are most 
commonly the victims. • 

Important and urgent, however, as are the 
considerations of policy, in respect to the value 
of the currency, and of justice, in respect to the 
protection of the lower classes, which dictate 
the suppression of the small country notes, it is 
to be feared that the same influence which has 
on other occasions been successfully exerted 
against improvements in our commercial or 
financial system, will be brought into operation 
against this. The country bankers, who are 
supported by the power of the landed aristo- 
cracy, had influence enough to throw out a bill 
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which was introduced some years ago into Par- 
liament, for affording greater security to the 
public in the circulation of country bank notes 
under 61. And we may expect that no efforts 
will be spared, and no sophistry left untried, in 
the ensuing session, to prevent the suppression 
of that class of notes. I have little doubt that if 
such a measure had been proposed and cairied 
last spring, during the apparently prosperous 
state of the country, the recoil of prices, the rise 
in the rate of interest, and the general stagnation 
that have recently taken places would have been 
ascribed to the actual or prospective operation 
of that measure. If the measure should be 
proposed in the ensuing session, it will be 
pertinaciously objected that the country is aU 
ready suffering under all the effects of reaction ; 
and it will be said that we ought not to aggra- 
vate the distress arising from a contracted cir- 
culation by perpetuating that contraction. And 
of this we may be assured, that v^henever this 
salutary alteration be made, as sooner or later 
it must be^ the effects of it will be grossly exag- 
gerated, and whatever coincidently with, or soon 
after, may be untoward in the aspect of finance, 
commerce,or agriculture, will be wholly ascribed 
to that alteration^. 

* It is, in my view of the subject, a matter of great and 
serious regret that the privilege of the country banks to issue 
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. The principal source of exaggeration as to 
the effects of the suppression of die small notes, 
is in supposing that such a measure would have 
a great and permanent influence in reducing the 
price of agricultural produce, and of common 
dities in general. That prices could not have 
risen so high as they did in the two last years, 
without, as with, that class of notes, I am per- 
fectly ready to admit, but neither, on the other 
hand, would they now have been so low. It id 
Of^y ^ greater range of fluctuation, and net a 
l^gher permanent level of prices, that can be 
produced by the substitution of paper for gold 
and i^lver, in that part . of the circulatioa. To 



1/. and 2/. notes was not suffered to expire at the time pre- 
scribed for the cessation of it, by Mr. PeePs bill, vi;r., in May, 
18SS, instead of being extended, as it was by an act passed 
in 183!^, for ten years longer. Na tiiae, indeed,. Qould baye 
been more fit for its discontinuance than that.. Prices had 
already reached their minimum, as compared with the prices 
of the rest of the commercial world ; and, without any effort 
6t sacrifice, there was already so great a surplus of gold in 
the coffers of the Bank of England, as to have adwtted ef its 
supplying as much aa would lunre fWily fiUei up the chasm 
created by the withdrawing of the small country aot^s, 
without reducing its own circulation of paper. The country 
banks were, themselves, prepared fox the measure, and there 
seems no reason to believe, that if it had been carried into 
execution, it would have had the slightest sensible effect in 
a further depression of prices. 
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the value of gold, in the rest of the world, our 
paper must conform as long as it is convertible, 
although the interval during which it may di- 
verge from that value, owing to a partial excess, 
may be greater, as I have endeavoured to prove, 
than is commonly supposed. But exactly, by 
the same reasoning by which it is shewn that 
there may occasionally be an enlargement of 
the circulation of paper beyond what is even- 
tually found to be consistent with preserving an 
uniformity with the value of gold in the rest of 
the world, it inevitably follows, that in propor- 
tion to the degree of excessive enlargenient, 
must be the eventual contraction of the whole 
circulating medium below the level from whence 
the excess began ; the level, or the average of 
pricey, being still determined by the value of 
gold. 

The only question, therefore, is, how far the 
value of gold would be raised by the absorp- 
tion of so much as would be requisite to supply 
the place of the small notes? The grounds upon 
which any answer can be given to this question 
are, of course, vague, as something must de- 
pend upon the estimate which may be formed 
of the quantity of gold which will be necessary 
for the purpose. The utmost computation of 
this quantity, however, would hardly raise it to 
eight millions, considering that there would be 
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an increased economy in the use of such cur- 
rency, and that the reserve of the Bank of 
England need not be so large, when there is 
no country circulation of 1/. and 21. notes. As- 
suming, as I think I may, most confidently, that 
eight millions of gold is the utmost that would 
be requisite for the purpose, it can only be an 
apprehension magnified by the bigotry of self- 
interest, which could lead to the supposition, 
that such a sum, taken from the whole amount 
of the metals in the world, would produce any 
sensible influence on bullion prices. 

However inauspicious in appearance, the pre- 
sent, I am satisfied, is a season, which though 
not so favourable as 1822, is one, in which the 
privilege of circulating country notes under 51. 
may, (after giving due notice) be rescinded with 
less disadvantage, than probably at any interven- 
ing period prior to the time, at which that 
privilege will cease by the provisions of the 
existing Act. The circulation of this class of 
notes is in consequence of the late failures, now 
reduced to as low an amount, as it is conceivable 
that it can be, at any time hereafter, before its 
final extinction. And to replace it, therefore, 
with coin, will probably require a smaller ab- 
sorption of gold and silver than at any later 
period. 
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With regard to any remedy as specifically 
applying to the existing state of distress, I hare 
none to propose. The evil arose out of an 
excess of paper and credit. The only cure is in 
the removal of that excess. The operation of 
removal however salutary in the end, is painful 
in the process ; but I am not aware of any other 
mode of arriving at a sound state^ The sole 
object of the suggestions which I have ventured 
to offer, is to diminish the chance of a recur- 
rence of the disorder^ 
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APPENDIX. 

A. (1) 

Extract from the Report of the Select Committee on the 
State of Commercial Credit. — April 25, 1793. 

A spirit of commercial speculation and commerce had been 
for some time increasing in every part of the kingdom, and 
had now got to such a height as to threaten public credit 
with very serious danger. The circulating specie being by 
no means sufficient to answer the very increased demands 
of trad^ the quantity of paper currency' brought into circu« 
lation, as a supplying medium, was so great and dispropor- 
tionate,* that a scarcity of specie was produced which 
threatened a general stagnation of the commercial World. 
In consequence of this alarming state of public credit, on 
the motion of Mr. Pitt, a select comniittee was this day ap*" 
pointed, to take into consideration the'present state of ccnn* 
mercial credit, and to report their opinion and obs^rrations 
thereupon to the House. 

Afril 29.-— The Lord Mayor reported from the sud com- 
mittee. That the committee had made a pn^ress in the^ 
matter' to them referred, and bad directed him' to make th^r 
following 

REPORT, 

Your committee have thought it incumbent on them, in pro- 
ceeding to execute thcf orders of the House, to direct their 
Attention to three principal points ! 

1st.— Whether the difficulties at present experienced, or 
the probability of their continuance and increase, are of such 
Urgent imix>rtanee to the public interest, aa to require the 
interposition of the Legislature ? 

2d.-— On the supposition that such interjxisition should b» 

K 
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deemed necessary, what is the most practicable and effectual 
plan which can be Adopted f6r giving relief? 

8d.-*-What means can be suggested for preventing the 
renewal of similar inconveniences ? 

The consideration of the first and seccHid head, appeared, in 
some measure, blended together ; and the third, though of 
great importance, appearing to be less urgent in point of 
time, jfmr ooimnittee have thought it proper to jdbmil Ito 
the Hoai»e nvtth tonsid«rations as ooourred io them apoa ibik 
two first ^nts, twertiag the lattet for a acpante repoi^ . 

Under the first of these heads, the notoriety of friixiree te 
ft otmsidehible extentt^--s-the gencoral eitthiarnulSBient and ap« 
preheneioB iMi^ has ensued^-^tihe eiMsideration of the 
iieoeesary ^lOttoMdon between different ^ercasitile honses^ 
ind their dependence on each oth€a',«4<"and tfi« inftimiGe 
whlehr thd state 0i eoiiiiiaereial eredit ktmst haiv^ updn the 
trad^i the revenue^ and general intertill of the country, 
appeared stiffloient, ^thout minifte eMaibialitite, to satisfy 
your comn^ttee^ that the present situation litibngly daUed 
for an immediate and effeetilal remedy^' if aliy practicable 
plan could be suggested for that purpose] < 
• In Mdition to this^ the oomnnttee had an opportunitiy of 
collect!]^ from several of their own membk's; inforrofltion 
grounded either on their general observation upon the sub* 
ject, or on their own immediate and personal knowledge^ 

Your committee, understiBiidiii^.that some suggestions on 
this subject had been laid before the Chancellor of the Ex^ 
chdquer, On the part of several persoits of g^eat emiiieace 
and respectability in the city of London, weire pi opinion, 
that a Gcmnnunieation of these sttggestions would Jbe very 
material to the objects of their inquiry, with a view of 
ascerlAining the o|>inion of persons of this deeeription, both 
with respect to the necessity of ^<«ife renledy^ aiid to the 
particulair mode in whidh it m%ht be applied. 
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The Chascellpr of the Exchequer accordingly laid before 
the oommittee a paper iribich had been deUvwed to him on 
the sad iaatant by the Lord Mayor and .Mr. Bosanqnet, 
which IB inserted in the Appradix to thia Report. He alaq 
stated to the ebnnnittee the difeunfistaaoes which had led to 
tbis paper boiiig drawn ttp.*^Thal he had received represent 
tations from many- different quartan, which, itadnced him to 
believe^ that the fai^ores which had taken place had begun 
b^ a ran cm those hoosen who had issued ciifculating pap^r 
wilfaoiiife being possessed of suffioient capital ; but that the 
oonsequences- had soon eactended themselves so far as to 
affiBcst many honses of great si^ddfv And possessed o£ fnnds 
ultimately nmch more than sufficient taianswer all demands 
upon tiiem, but winch had not the meami of convertia^ those 
fianda into numey^ or negotiable seourittes, in tiipe to aleet 
the prefsttre of the mos^ent.»f-^That the sudden discredit of 
a considerable quantity of paper which had been issued by 
different banks, in itself produced a deficiency t)f the circus 
lating medium, which, in the ordiniiry course of thinga, 
could not be immediately replaced ; and that tiiis deficiency 
occasioned material inconvenience in 'meroantiie transact 
tions.— That in addition to this immediate effect, these cir* 
comstanees also were represented to have indubed bankers 
and others to keep in their hands it gpEeateir quantity of 
money than they thought necessary in the .usual train 
tf business; and that iaig« sums were thaoi laipt out of 
eii^ulation, andgreatdiAculty arose in procuring the usual 
advaiioes on bills <yf eKehaz^e, particularly liipse of a long 
date.*— Tliat many persons w^re said to be possessed of 
laige stodcs of goods, vt^tach they could not at present dis- 
|M>se of", ihid on the ox^it of which they could not raise 
money. — ^That this occasioned an intenruption of U» usual 
orders to manufiEUSturers, which circumstance, together with 
the interruption of the means by which they were enabled 
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to make their weekly payments, tended to prevent the em- 
ployment of a number of persons engaged in different manu* 
factures. That these evils were represented as likely ra* 
pidly to increase to a very serious extent, if some extraordi* 
nary means were not adopted to restore credit and circula- 
tion. — ^That in consequence of these representations, he had 
desired a meeting of different gentlemen, in order to obtain 
the best information in his power respecting the extent of 
ihe evil, and the possibility and propriety of any measure to 
remedy it.-— That after much discussion, all the gentlemen 
present seemed to agree in a very strong opinion of the 
extent of the evil ; though many objections at first occurred 
to any plan for remedying it.—- That in the result, it ivBS 
agreed to desire the gentlemen whose names were mentioned 
in the paper now delivered, to meet, the next day, at the 
Mansion-House, to consider more particularly the proposal 
for the issue of Exchequer bills to a certain amount, to be 
advanced under proper regulations, for the accommodation 
of such persons as might apply for the same, and likewise 
the objections to which such a proposal might be liable ; 
and that the paper which he had laid before the [committee 
contained the opinion of this second meeting. 

The Lord Mayor informed the committee, that in conform 
mity to the statement mentioned by the Chancellor of the 
Exchequer, eleven gentlemen met at the Mansion-House on 
the 2dd, selected principally from that part of the preceding 
meeting who had expressed the greatest difficulty in finding 
out a remedy ; and, after a long discussion upon the subject^ 
they unanimously were of opinion, that the interpositiQn of 
Parliament was necessary, and that an issue of Exchequer 
bills, under certain regulations and stipulations, was the 
best practical remedy. 
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Macpherson^s Annals of Commerce, p. 866.-— 

A.D. 1793. 

At this time also, the concerns of both merchants and 
manufacturers were much more widely extended, and were 
much greater than at any former period ; a natural effect of 
increasing prosperity, an^, sometimes, a cause of ensuing 
calamity. From the operation of causes, which I shall note 
pretend to explain, the unprecedented number of bankrupts 
cies in November, 179S, was prodigioilsly exceeded in 
number and amount by those which took place in the spring 
and summer of this year; 105 in March; 188 in April; 
£09 in May ; 158 in June ; and 108 in July. Many houses 
of the most extensive dealings and most established credit, 
failed ; and their fall involved vast numbers of their cor- 
respondents and connexions in all parts of the country. 
Houses of great respectability and undoubted solidity, pos* 
sessing ample funds, which actually did, in a short time, 
enable them to pay every shilling of their debts, were 
obliged to stop pa3rment; and some bankers, who, almost 
immediately on recovering from the first panic, resumed 
the regularity of their payments, were obliged to make a 
pause. Many whom the temporary assistance of even a 
moderate sum of money would have enabled to surmount 
their difficulties, could not obtain any accommodation ; for, 
in the general distress and dismay, every one looked upon 
his neighbour with caution, if not with suspicion. It was 
impossible to raise any money upon the security of machi- 
nery or shares of canalfi ; for the value of such property 
seemed to be annihilated in the gloomy apprehensions of the 
sinking state of the country, its commerce and manufac- 
tures ; and those who had any money, not knowing where 
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they could place it with safety, kept it unemployed and 
locked up in their coffers. 

Amiddt the general cal|iikiity> the country banks^ which 
were multiplied greatly beyond the demand of the country 
for circulating paper currency, (there being about 288, or, 
according to other aceouBts, 400 of them. in England and 
Wales,) «j]d whose ei^erness to posh their notes inlo.circu- 
latiion jhsd laid the fbuHdaition df their oitu misfortAnes^ 
Were landng the greatest soflerera^ and, cosisequently, the 
grealtest i^i^eadmra of distress aind ruin amoog those oon« 
B^cted w^k dicitt; and they were 4lso th^ chief cause 
of tibe greast drain of cash from the Bank of England, ex- 
ceeding every deinand of the kind for about ten years back. 
Of th6se banks, above 100 &iled, where6f there were twelve 
in YorkBhi3:>e ; seven in Northumberland ; seven in Lincohi- 
shire; six inSnesez^ five in Ltooashire; four in N^toth- 
amptonsMre ; four in 'Somersetshire,^ &c. 

In consequence of -an interview of sev^a) of the principal 
merchatits and. trlwLelrs with Mr. Pitt, the Prime ly^mster, a 
meeidng was held '«t the IMfineioii-House, (ApriJljSdd^) to 
concert fne^uries fof puttitJgil st<^ tOythis terrible Calamity ; 
when the Lord Ma^for, •and ^essrSk Aadersou, Bpsanquet» 
Forster, Ghiswell, Baring, Thornton, Hfirman/Winthrop, 
Boddington, and Hunter, after much deliberation, drew iq> 
the oatliaes of a pla^ for the re>vival of commercial credit, 
lind the restoration of confidence, by a, Parliamentary ad* 
vanoe of Exchequer bills, under proper regulations, 
to houses bf real capital; a copy of which was imme- 
diately laid before Mr. Pitt, by the Lord Mayor and Mr. 
Bosanqiiet. 
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A. (2) 

The foUomng fragment was written in 1822, with a 
view to insertion in my former wark^ entitled 
f^ Thoughts and Details of the high and low Prices 
of the thirty Years, ending 1822, Part I.*' 

ON THB EFFBOf 8 OF ALTSRATIONS IN THE OURRENOT. 

Having stated the grounds on wUph I epnaider the utf* 
most effect on prices that may be ascribed, to jthe bank .re* 
atriction to be the difference bofifi^een pa|«r ai^ j^oldj or in 
the absence of any quotations of gold, the d^pr^ision of the 
exchange below par ; it strikes me that there |0. ^e view in 
which it may be a question whether prices, wore t^ff^ed by 
the restriction quite to that extent. IJbere is no doubt 
that the ipeasUre would be jftui|;e a.ceur%te, supposi^ that 
the bank directors, if the restriction had not ^k^ placet 
would, or could have so fiogulated. their isjiue^y tus to have 
pveserved the price of gold constantly at or below the 
mint-price, and the ex€ibaQge$ at p^r. .3ut,in pp^t of fi^ct. 
there wero pre^oosly to 1797 soine pccasions w:hen the 
price of gold in the.ittarket was above tl^ ];^int-priqe, and 
thiNre wete many more whfmthe.depr/ession. of the.e^chapgep 
wae to a 3fcill greater. d^p?ee than would be infeired from a 
referenoa to itfae ipnce of gold only. 

From August 7, 1795, to June, 1796, no price of gold ia 
quoted in any of the liats laid before Parliament ; but, it 
appears by the .evidence of Mr. Abraham Newland, (Report 
of JiOrds' QpmmUtee of Secrecy, 1797, p. 49,) that in that 
interval the maiiket-price was considerably above the mint 
price of gpld. 
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Q. '' Has the price of gold at any time wilMn the last 
two years been as high as 4 guineas per ounce, when 
guineas could be purchased at the r&te of 3/. I7s. lOjc/. 
per ounce ; and was there not, at that time, reason to ap- 
prehend that they would either be melted or clandestinely 
exported ? 

A. I believe that gold, within the last two years, has 
been at a higher price than 4/. 4f. per ounce, which is a 
great inducement for persons to melt the guineas which 
are circulated at Si, I7s. lOid. 

Q, Does the bank ever pay more in their purchase of 
gold than the mint price 1 
A. Frequently. 

Q. Do the bank in such case carry their gold to the 
mint to be coined ? 
A. They do. 

Q. What is the highest price you ever knew the bank 
pay for gold per ounce. 

A. 41. ls.y 4/. S^., 4/. 6S.9 and as high as 41. S^., but rery 
seldom at those prices. 

Q. State to the committee at what time the bank gave so 
large a price as 4/. 8;., and what were their reasons for 
giving a price so much above what they give at present. 

A. I believe it was about two years since the bank gave 
iio large a price as 41, Ss, per ounce for gold ; it was but a 
Small quantity, it was soon stopped on account of its price ; 
the bank at that time thought it expedient to obtain gold 
from Portugal, which their agent could not do at a les^ 
price than 41. 85.'' 

During the interval referred to by Mr. Newland, the 
exchange on Hamburg fell from 36.^., which it had been 
ftt in February, 1795, to 82s. 4d. in August, and continued 
on an average under 3Ss. till February, 1796. The price of 
silver rose from 5^. Id. in February, 1795, to 6s. S^d. ii) 
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September following, and^was as high as Ss,^, in Joly, 
ine. 

This rise in the price of bullion and depression of the 
exchanges may be easily accounted for by the combined 
effect of a large government expenditure, and considerable 
imports of com ; but still it is material to bear in mind 
that the market-price of gold and. silver, and the foreign 
exchanges, were liable to no inconsiderable degree of fluctu- 
ation, even in a convertible state of the currency and a per- 
fect state of the gold coin. 

A still more remarkable instance of fluctuation in the 
exchanges, and in the price of silver and foreign gold, is 
observable in an anterior period. The period to which I 
allude is from the latter part of the American war of inde- 
pendence, viz., from January, 1781, till the close of 1789, 
which was twelvemonths after the signix^ of preliminaries 
of peace. 

The exchange on Hamburg for two years preceding 1781, 
had ranged from S6s. to 34^., the price of silver from Ss. 2d. 
to 6s* 5}i. ; and the price of foreign as well as standard 
gold had been mostly at BL I7s. 6c{., in no instance ex- 
ceeding SL I7s. lOid. In January, 1781, the price of 
standard and foreign gold were both at 3/. 17^. 6d, ; silver 
6s. 5|(2. and the exchange on Hamburg, 84s. Id. At the 
close of 178S, the standard gold was quoted at 3/. I7s. 9d.^ 
foreign gold was at 41, Is. and 4l. 2s. ; the price of silver 
6s. 9id. and 6s. lljc/. ; and the exchange on Hamburg, 
from S2s. lid. to Sis. Sd, In June, 1783, foreign gold was 
at 4i. 2s. Sd.<t standard silver 6s. lod., and the exchange 
4m Hamburg, Sis. 6d. And it was not till the spring of 
1784 that all these resumed the level from which they 
had departed in 1781 » making an interval of upwards of 
three years, in which, while the paper was strictly conver- 
tible, and the gold coin perfect, the currency was of a dimi- 
nished value compared with the currencies of other countries. 
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It might naturally be inferred, that there wauld be aeon* 
siderable efflux of the metals ; and there is direct proof that 
Ihe dyajn af UplUon fyom ;the bank for ^eziiortatiqn waa very 
gceat;for it is atatad, ia the Eyidence before the Lorda' 
Connittee of Secvecy, 1797, that the cash in the bank was 
leiwer in 1788 ibaa at the memorable period of .February, 
.1797. The fact, and the reason assigned for the fact, are 
«o cnrioaa, that I cannot resist making the following extract 
firom die eyjtmwation of Mr. Boaanquet, Minutes of Evi- 
dence, p. 80 : — 

Q. *' Waayoaa directorof the bank in 1783? 

A. I was. 

Q. it appeanng, by the scale of ciaab int the bank, in 1783, 
ihat it was much lower than on -the Mth of February last, 
can you state to the C<Mninittee what maasuvea we^ then 
paraned by the bank? 

A. I cannot answer that question, without taking notice 
joi the ^wry different sxtuatioh tiie country Mraa in at the two 
periods .of 1783 and the beginning of 1797. In the Jfirst pe- 
riod, ihe drain of cash proceeded from die great exten- 
sion of oommevce which followed the peace, wd'Which occa« 
aioned so considerable an export of the commodities of this 
country, >that the circulation waa hardly sufficient to support 
it. It was evident that if this drain jcoold he supported for 
^ «hort time, the influx of wealth that must follow, from the 
yi0tum of the amount of the exports, w^ould amply oompenr 
sate for the preceding drain, and so it turned out. The 
bank directors, therefore, without opening the state of their 
affairs to the then administration, took a bold step of their 
own authority, and refused to make the advances on the loan 
of that year^. This answered^e purpose of making a tem- 

* It was a bold step indeed, for it reduced the circulation of bank 
notes at oi^ce from about nine millions to six nulUons* and yet this 
redootion, great as it wasi does not appear to have had the effect of 
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poritfy suspMisioB ia the i^ount of the drain oi their specie. 
The taiOe al\#ich 4iey. hod most ground of alarm waa not 
l¥h«ll^h^ur cash wa^ at the low^ti but about April or May, 
when l^ey pr^fiuBed to adyaaGp^on the loan ; and alt houg h in 
Qctol^er their cash w^a lower than be&re, yet they had sudi 
reason to^ei^peot a sum in their favour by a favourable altera- 
tion of the eadiangesfi that they were under much less appre- 
hensions than they were in t^e spripg, 

Q. Is it to be understood that no measures were taken by 
the bank at that time to procure cash or bullion 2 
. A. I do not rao^lect th^t* any particular mode waa ado|»ted 
to procure cash or buU^Ut nor do I know bow any e&ctual 
one ooold be adtyptedy for if; the -exqjiuiges (I do not know 
what they v^eiie^at tiuit peri^ would not enable individuals 
to. }ftVBg <oaeh into tiie ooujpitry, i^ would answer no pui^xxse 
fer the hiaik to attMmpt.tQ do i^9 which would only make the 
exohlmgea stiU taof e mfavoatable* On recoUeetion,^! do 
net know whether atime attempts were not made to bring 
gold from Xiiebou ^atid Aopoist^dam, 4it a considerable loss^ but 
think it feoald not have been to a lai^e' amount 4. certainly 
,wben 4i« bbject wj^ OQly to gain time, it mjght answer lo 
kdringiitpin^ although at alosS/' 

Horerit i»i6 biBjafaserviedtiMitllie (drain of oash was con- 
aiderad.as the-jeffeot ^of extended cmn/nerce in twtspquence of 
ihe^kaoe.. Jfr ndg^it^ JifiweveK, Wilbh msalB prOba(l»lity be jce- 
fen»d te two*. ciifcuinBtances unconnected with the peace. 
The OM, eirjnevieus Sfreaiiy^enlarged isme of bank iia<e<, and 
theothear^ a vesry ctesiderableimtMMrtatio&'Of gipain in 1783, 
as a consequence of the bad harvest of 1782. .jBut^whatever 
might be the oause of the depression'of the exchanges, so 
much below even the silver par, and of the consequent efflux 
of the metals, for so long a period, the fact itself is material, 

» «• — — — — — — < 

raising the exchange, or arresting the drain of treasure, till nearly 
six months after. 
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as proving, that even while the currency was undepreciated, 
according to its standard in this country* it was liable to 
considerable fluctuation in value, relatively to the currencies 
of other countries ; and that the extent of this fluctuation of 
the exchange, viz.y from 86s. in 1779, to 81s. 6d. in 1783 ; 
and again to 37;. 6d. in 1793, vix.^ a fall of about 14 per ' 
cent. 9 and a rise of nearly 20 per cent., should be deducted, 
from the effects ascribed specifically to the operation of the 
restriction on cash payments. 

I am perfectly aware that a considerable proportion of the 
fluctuation of the exchanges, in the period which I have no- 
ticed between 1779 and 1793, is referable to alterations in 
the relative values between gold and silver ; but so, likewise, 
has it been in the subsequent period. Subject to this allow- 
ance, it will appear that measuring the value of the currency 
of this country, either by the exchange with Hamburg, which 
has the most perfect metallic standard, or by the price of 
silver, there was not in the whole period of upwards of ten 
years following the bank restriction, with the exception of 
very short intervals in the years 1800 and 1801, a greater 
Variation than had occurred in periods preceding 179T, 
when the paper was convertible and the coin perfect; and 
the legitimate practical inference is, that if the run on the 
bank, in 1797, had subsided so as to have precluded the sus« 
pension, and that the bank had subsequently, while liable to 
pay in cash, regulated its issues, as it had done previously, 
there would not, down to the close of 1808, have been any 
sensible difference of prices, compared with those which 
actually prevailed. 

* * # « 
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B. 



MONTHLY AVERAGE taken from the Amount of the Weekly Issues 
of all the Promissory Notes and Post Bills of the Bank of England, 
from April 1828^ to March 1885^ inclusive. 



April . , . 



May. 



June 



July . 



August . 



September 



October 



November 



December 



January 



February . . . 



March . . . . 



1888. 
£18,815^55 

17,820,847 

16,601,814 

19,514,806 

18,517,694 

17,071,848 

17^75;968 

17,458,767 

16,896,217 

1888. 
19,096,477 

18,174,771 

17,889,588 



1888. 
£ 18,567,488 

18,888,297 

17^)50,415 

19,700,495 

19,748,656 

18;i84,689 

18,681,589 

20,406,565 

17,955,779 

1824. 
19,800,615 

20,067,549 

19/)98,689 



1824. 
£20,647,449 

19,926,896 

19,141,058 

91,660,978 

20,775,886 

19,177,788 

20,855,878 

21,128,242 

19.558,772 

1825. 
21,884,748 

21,888,658 

19,847,514 



142 
C. 



COURSE of EXCHANGE oa Paris in 1898, 94, 


and 95. 


The Par It M nearly aa 


Rates at which Bllli were 


Prie« or Cold. 


pMdbleF.SS 15. 


actvally nefoHatcd at Sight. 






1698 January ... IT 


95 47} a. 95 50 






February . . 


. . 91 


25 55 — 96 60 






March . . 


. . 18 


25 70 . — 95 791, 






April . . . 
i&y . . . 


, . 99 


95 75 — 95 774 






. . 98 


95 89i — 95 85 






June . 


. . 17 


95 67} — 95 70 






July . . 


. . 18 


95 70 — 95 75 






August 


. . 19 


95 75 — 95 80 






September 


. . 19 


95 80 — 95 894 


£. 


8, d. 


October . 


, . 98 


95 69i — 95 67i 


* 8 


17 6 


Norember 


. 98 


95 60 — 95 69l 






December . 


. 96 


95 894 — ... 






1894 January . . 


. . 6 


95 594 — 95 55 






May . . . 


. . 25 


95 85 — 95 40 






June . . . 


. . 99 


95 85 — 95 874 






July . . . 


, . 80 


95 15 — 95 90 




« 


August . . 


. • 81 


25 90 — 95 15 






September 


. . 98 


95 994 — 95 95 


• 




October . . 


. . 99 


95 10 — 95 124 






November . 


. . 80 


95 05 — 95 10 






December 


. . 81 


95 05 — ... 






1895 January . . 


. . 98 


95 05 — 95 10 


^8 


17 9 


March . . 


. 1 


25 05 — 95 074 






April . . 


. . 5 


95 10 — 95 124 


■ 




May . . . 


. . 8 


25 10 — 95 194 






June . 


. . 8 


25 05 — 95 074 






July . . 


. . 1 


95 05 — 95 10 


*Z 


17 104 


August 


. . 9 


95 074 — 95 10 






September 


. . 6 


95 10 — 95 124 






ff 


. . 97 


25 174 — 95 90 


. 




October . 


7 


95 95 — 25 274 


h 


17 6 


u • 


. . 18 


95 15 — 95 174 




tf * 


. . »\ 


95 174 — 95 90 


8 


17 8 


November 


, . 4 


95 10 — 95 15 


3 


17 9 


» 


. . 18 


95 074 — 95 10 


* 


17 104 


December 


. 9 


95 194 — 25 15 


S3 • 


. . 6 


95 15 — 95 20 






99 . 


. . 9 


95 90 — 95 95 






>9 • 


. . 90 


95 80 — 95 85 


* 8 


17 6 


M • 


. . 98 


95 95 — 95 974 


^w 


m » ^^ 


99 ' , 


. . 97 


95 90 — 95 95 






„ ... 80 


95 90 — 95 95 
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TABLl 


7 fff Haimai n 


Ctf^AT V #v 


1 




aL»AJL«l!i Oi mjisj^\^\j r^ a a itifux i 




1789 to 1797 in which unit is the medium. 1 


Year. 


S««le. 


Yew. 


Scale. 


nss 


1 to li 


1790] 




178S 


1| to 1 to U 


1791 J 


1 to ito i 


1784 


1 J to U 


179S 


ito I 


1785 


1} to 8 to U 


1798 


1 to Si to 1 


1786 


about 1 


1794 


1 to li to I 


1787 


1 J to li 


1795 


1 to ito 1 


1788 


litol|to 1 


1796 


lito8 to litoS 


1789 

1 


ito i 


1797 


8 to li to 9i • 


•n 


his ii brought down to 1 


the 16Ui of March or thereahoaU. 1 



TABLE IV^ 


Being a MONTHLY SCALE of DISCOUNT for the | 




years 1798« 1794, 1795> and 1796. 




Date. 


No. 


Data. 


No. 


Date. 


No 


Dale. 


No. 


179S 




1794 




1795 




1796 




Jan. 5 


914 


Jan. 4 


101 


Jan. 4 


104 


Jan. 8 


179 


Feb. 1 


809 


Feb. 1 


no 


Feb. 7 


107 


Feb. 6 


158 


MaKh S 


817 


March 1 


181 


March 7 


108 


March 5 


187 


April 6 


880 


April S 


187 


April n 


187 


April 8 


181 


May 4 


888 


May 8 


189 


May 8 


176 


May 7 


189 


June 1 


881 


June 18 


147 


June 6 


157 


June 8 


168 


JqIj 6 


178 


July 5 


149 


July 4 


880 


Ju^ 8 


165 


Angiut 8 


198 


Anguf t 8 


180 


AuffUflt 1 


151 


August 6 


168 


Sept. 7 


98 


Sept. 6 


90 


Sept 5 


85 


Seft. 8 


151 


Oct. 5 


108 


Oct 4 


98 


Oct. 8 


79 


Oct 1 


189 


NoF. 8 


91 


Nov. 8 


85 


Nov. 7 


96 


Nov. 3 


178 


Dec. 7 


89 


Dec. 1 


65 


Dec. 5 


140 


Dec. 8 


171 
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'' By comparing these tables with each other, and also with 
fiome parts of the evidence delivered before the committees, 
it will appear that the truth which they were intended to 
conceal, is in a great degree capable of being unravelled. 
I have very good reason for believing (although the circum- 
stance is not inserted in either of the reports), that one of 
the directors acknowledged that the Bank, in the course of 
six days before it stopped payment, had been drained of its 
cash, after the rate of 100,000/. each day. From the 1 8th 
to the 25th of February, therefore, the sum of 600,000/. 
was paid, and the fictitious number was, in consequence, 
reduced from 814 to 210. Hence it follows, that the mean 
number 660 denotes the sum of four millions, and that the 
sum of .1,272,000/., represented by the number 210, was 
very nearly the cash remaining in the Bank on the day in 
which the directors were prohibited, by an order of council, 
from the further payment of their notes in money. 

In Table II., it appears that the amount of cash and bul- 
lion, and bills discounted on the 26th of February was 
4,176,080/.; deducting^l ,272,000/. frotn this' sum, the re- 
mainder, or 2,904,080/., will be the whole amount of the 
discounts on that day. 

In Table III., the scale of discounts in the beginning of 
the year 1797, is expressed by the number 2 ; and on the 
16th March following, by the number 24. In February, . 
therefore, it is most probably expressed by the intervening 
number li. Now, since unit is the medium, and the amount 
of the discounts on the 26th February appears to be three 
millions nearly, it is highly probable that this unit denotes 
two millions, and consequently that the fraction | denotes 
one million. The truth of this supposition is in a great 
measure confirmed by the evidence of Mr. Giles *, who ac- 
knowledges that, in the course of a little more than a fort- 
night after the Bank had stopped payment, they had in- 

* See the Report of the Secret Commi ttee, p. 54, 



147 



creased their discounts about two millions ; and, in conse*- 
quence^ we find the scale is increased. an unit, from 1^ to 
Sj, which accords exadtly with this evidence. Comparing 
the numbers in Table III. with those in the following table, 
the mean number in the latter, or that which expresses two 
millions, appears to be 90. If, therefore, the cash and bul- 
lion, and the discounts be reduced agreeable to those solu- 
tions, their amount compared with the bank notes in circu- 
lation, and the advances to government (as stated in the 
reports of the committees) will be as follows:" 



DATE. 


Cash and 
Bollion. 


Average 

of Bank fiotet 

circulated. 


Billa 
discounted. 


Average 
Advances to 
Government. 


1793 March . . 


3^08,000 


11,963,820 


4,817,000 


8,735,200 


June . . . 


4,418,000 


12,100,650 


5,128,000 


9,484,000 


September 


6,836,000 


10,938,620 


2,065,000 


9,455,700 


December 


7,720,000 


10,967,310 


1,976,000 


8,887,500 


1794 March . . 


8,608^)00 


11,159,720 


2,908,000 


8,494,100 


June . . . 


8,208,000 


10,366,450 


3,263,000 


7,735,800 


September 


8,096,000 


10,343,940 


2,000,000 


6,779,800 


December 


7,768,000 


10,927,970 


1,887,000 


7,545,100 


1795 March . . 


7,940,000 


12,432,240 


2,287,000 


9,773,700 


June . . . 


7,856/)00 


10,912,680 


3,485,000 


10,879,700 


September 


5,792,000 


11,034,790 


1,887,000 


10,197,600 


December 


4,000/)00 


11,608,670 


3,109,000 


10,863,100 


1796 March . . 


2,972»00 


10,824,150 


2,820^00 


11,351,000 


June • . . 


2,582,000 


10,770,200 


3,730,000 


11,269,700 


September 


2,582,000 


9,720,440 


3,352,000 


9,901,100 


December 


2,508,000 


9,645,710 


3,796,000 


9,511,400 


1797 Feb. 26 


1,272,000 


8,640,250 


2,905,000 


10,672,490 



Thus far is extracted literally from the Monthly Maga- 

L 2 
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tine^ for October, 1797, p. 249 to 861. The following 
Table, No. 5, is made up, as far as relates to the scale of 
cash and bullion and of discounts, from materials furnished 
by the foregoing Tables, Nos. 1 to 3. The amount of bank 
notes in circulation, and of advances to goyemment, from 
1782 to 1792, is extracted from the Reports of the Lorda" 
Committee oi Secrecy in 1797, p. 96 and 96^ 
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TABLE V. Shewing the SCALE of CASH and BULLION in the BANK, 

the Amount of Notes in circulation, of Bills discounted, and of Advances 
to Government, from 1782 to 1797. 



DATE. 



1782 Mar. 
June. 
Sept. 

uec* « 

1788 Mar. 
June. 
Oct. . 
Dec. . 

1784 June. 
Sept. 25 
Dec. SI 

1785 Mar. 19 
June "25 
Sept. 24 
Dec. 31 

1786 Mar. 24 
June 30 
Sept. 30 

JL^ec. 911 

1787 Mar. 21 
June 30 
Sept. 28 
Dec. 29 



Scale. 



Compatktlon «i 
060 to 4,000,000. 



602 
586 
382 
352 

208 

136 

78 

116 

224 
326 
445 

582 

884 

1174 

1226 

1178 
1220 
1256 
1190 

1096 
1140 
1270 
1186 



Cash and 
Ballion. 



3,648,000 
3,552,000 
2,333,000 
2,133,000 

1,261,000 
824,000 
473,000 
703,000 

1,355,000 
1,976,000 
2,697,000 

3,527,000 
5,358,000 
7,115,000 
7,430,000 

7,139,000 
7,394,000 
7,612,000 
7,212,000 

6,642/)00 
6,909,000 
7,697,000 
7,188/)00 



Amount of Bank 
Notes in Circolation. 



Mar, 
June 
Oct. 
Dec. 

Mar. 
June 
Oct. 
Dec. 

June 

Oct. 

Dec. 



>. 



.Feb.25 



9,160,470 
8,775,680 
6,371,300 
5,994,970 

7,338,230 
6,970,660 
5,894,520 
6,006,950 

6,716,950 
6,073,480 
5,948,380 



8,688,570 



Bills dSKoanted. 
(Scab of Discounts.) 



Advances to 
Government. 



Unit aiipposed to 
b« 3^000,000. 



>l to IJ 



^itO ItO 1} 



►11 to 1} 



1} to 2 to li 



about 1 



U to IJ 



9,991,678 



9,629,071 



7,565,853 



7,030,200 



6,634,872 



7,144,896 
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' TABLE V. 

1 


-C(m(tmM>(l. 




DATS. 


Scale. 


Ca4iuM] 
BnUioB. 


Amoant of Bank 
Notes in CircoUaon. 


Bills diicoanted. 
(Scfcl* of DiscoBBtt.} 


Advances to 
Government. 


1798 Mar. S9 


1124 


CoMpatotlon at 
600 to 4,000,000. 


■ 




Unit np|»oM4 to 
\% 9.000,000. 




6,812,000 




June 28 
Sept. 27 


1240 
1404 


7,515,000 
8,509,000 


^Feb.25 


9,370,350 


lito Ijto } 


7,347,699 

1 


Dec. 24 


1488 


8,715,000 










1789 Mar. 28 


1462 


8,861,000 










June 27 
Sept. 26 


1684 
1764 


9,903,000 
10,691,000 


' » 


9^05,840 


Itoi 


7,948/435 


Dec.' 24 


1756 


10,642,000 










1790 Mar. 26 


1712 


10,876,000 


■ 








June 25 
Sept. 24 


1652 
1685 


10,012,000 
10,204,000 


' » 


10,217,360 


1 to i to i 


7,908,!968 


Dec. 31 


1616 


9,794,000 


• 








1791 Mar. 36 


1516 


9,188,000 


• 








June 25 
Sept. 24 


1552 
1583 


9,406,000 

• 

9,588,000 


^ ,. 


11,699,140 


1 to i to i 

( 


9,603,978 


Dec. SI 


1480 


8,606,000 


• 








1792 Mar. 81 


13S6 


7,491,000 


1 








June 80 
Sept. 28 


1132 
10.'{2 


6,861,000 

• ■ 

6,255,000 


* ./ 


11,349,810 


4 to I 


9,839,338 


Dec. 29 


868 


5,260,000 






• 





^ M' *■ > ' ^ 
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COMPARATIVE STATEMENT of the PRICES of the following Aiticlei 

in the Years 182S^ 1824, and 1885. 



ARTICLBS. 



Prices in 18S2(. 



Prieci in 18S4. 

(InBoad.) 



Prices in 18B. 

OaBMU.) 



• • • 



Cochineal, Spanish 

Coffee, British Plantation 

St. Domingo . 
Cotton, Bowed Georgia 

Bengal and Sarat 
Indigo, Eiast India 
Iron, British . . 

L^ad, British . . 



Saltpetre, East India 

Spices, Cinnamon 

Mace . . 



Sugar, 



Silk, 



Nutmegs . 
Pepper, black . 
B.P. Gaz. average 
Havaunah, white 

Reggio 

China, Raw . . . 

S^her 

Tallow, St. Petersb. Y. C. 

Tobacco, Virg. ord. & mid. 

Wool, German, fine . . 



Lowsst. 

S. d. 

90 

180 

88 

8i 

6i 

d 9 
£, s. 

6 

88 10 
8. d. 
84 

6 8 

5 8 

8 1 

5i 

80 10 

44 

11 6 

80 
£. s. 



81 
8^ 
6 6 



HiglMtl. 

8. d. 

84 

148 

118 

lOi 

8i 

18 

£, 8. 

7 

83 10 

8. d. 

39 

8 3 
6 3 
8 6 
7} 

38 8i 

48 

16 

88 

£. s. 



t. d. 

87 
8i 
8 6 



LowtH. 

8. d, 

19 

100 

88 

9 

6| 

9 

£. 8. 

6 

83 

8. d, 

80 

6 8 

4 8 

8 8 

5} 

89 8 
40 
11 6 

80 
£. 8, 
SO 10 

s. d. 

81 6 

8) 

6 6 



HighMt. 

S. d. 

80 

114 

75 

91 

8i 

15 
£. «. 

11 

83 10 
8. d. 

83 

7 6 

5 10 

5 8 

6} 

84 5i 
44 
15 

81 a 

£« 8. 

80 

8, d. 

34 6 

Si 

9 6 



High«it. 

f . d. 

86 

188 

88 

1 6} 

1 u 

16 
£, 8, 

13 

30 19 

8. d, 

86 

18 6 

18 

18 

9i 

45 9 

57 0^ 

17 

88 

£. 8. 

41 15 

8. d. 

48 

6| 

9 6 



L»WMt. 

8, d. 
19 

100 

56 

9| 

6) 

18 

£. 8. 

10 

88 10 
8. d. 
84 

7 6 

5 6 

8 6 
6 

86 Ui 

44 

18 

80 

£. 8. 

86 

8. d. 

31 6 

4 

6 6 



* In tbe early put of 1838, Prices of some Articles were driren np by a specnlation npon 
Ibe war-like aspect of politics, in conseqnence of tbe proposed inruion of Spain by France, 
ind tlie apprehension tnat this coontry night be InTiriTO in Hie war. 
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PiUNTBD BY WILUAM CLOWES^ 



ADVERTISEMENT 



TO 



THE FIRST EDITION. 



The original design of this publicatioii was 
th^X it ahottld serve aa a sequel to one in which 
I hare endeavoured to trace the causes of the 
fluctuations, which bad occurred down to 1822. 
And in pursuance of that design it was my in* 
tention to introduce a detailed description of 
the circumstances which have led to the late 
crisis, with statements of quantities, as well as 
of prices, illustrative of the different points 
which it was my object to explain. But in the 
progress of my attempt, I found that to pursue 
this plan systematically would require, in the 
collection and arrangement of materials, more 
time than I could allot to it, consistently with 
the purpose of being ready for pul)lication 
within the period in which alone the discussion 
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was likely to be of any interest or use. It 
occurred to me also, upon consideration, that 
as the greatest part of the facts which I had 
originally purposed to insert, are either matter 
of notoriety or of ready access, a detailed de- 
scriptipn of them would have made the work 
more cumbersome, without adding, in a propor- 
tionate degree, to the force of the conclusions. 
I have confined myself, therefore, in the follow- 
ing pages, to a sketch of the -most prominent 
features of the circumstances which have pre- 
ceded and accompanied the recenit transitions, 
and to such statements only as are essential to 
a full • exposition of my view of the . general 
causes which have produced those transitions. 



Richmond Terrace^ fFhitehall, 
Jan.2S, 1886. 



ADVERTISEMENT 



TO 



THE SECOND EDITION. 



The call for another edition has afforded the 
opportunity of inserting a few Explanatory 
Notes, and of adding, in the shape of a Post- 
script, some brief remarks on the measures 
which are in progress, as likewise on those 
which are supposed to be in contemplation 
with reference to the Currency. 



February 22, 18d6. 



JNTSODyCTIOljr, 



The peru>d Qf thriee yedxn, which h^ iel^psfid 
since I attempted to exp^am the causefi ?yhfch 
had produced the variajtiom^ pf pripea in the 
thirty years terminating in 1822, has been 
signalized by fluctuations alm,oi^|;^ as great as 
in that cemarkable interyaji, and by revul- 
sions of commercial credit, still more striking 
and destructive. 

The urgent necjessity of devising means of 
preventing, or at least diminishing the range of 
such fluctuations, has been painfully brought 
home to the conviction of the public. But this 
object^ if it is attainable at all, can only be 
realist &y an accurate appreciation of the 
wbole of the causes of the evil. No remedy can 
be applied until all the defects in the system of 
our currency be exposed. To do this as com- 
pletely as the importance and. extent of the sub- 
jfiict WQ\iJld require, is a task requiring pwch 

B 



more leisure than I can devote to it. If there 
are a few points relating to the discussion of 
these topics, which the following pages will be 
found to elucidate, my purpose in publishing 
them will be fully answered. 

Of the different causes which I had occasion 
to assign, in explanation of the fluctuations that 
occurred from 1793 to 1822, the alterations in 
the ^stem of our currency, by the bank restric- 
tion and resumption of cash payments, and by 
the effects of war and the transition from war 
to peace, being wholly inapplicable to the flue- 
tuations of the last three years, there remain 
only, 

1. The seasons. 

2, Alterations in the value of the currency ♦, 

• On reference to the arguments contained in my for- 
mer work on the subject of alterations in the value of the 
currency, as among the concurrent causes of the great fluc- 
tuations of prices which had occurred in the thirty years 
ending in 1822, 1 am sensible of an error in the mode of 
statement of the arguments, and in one or two expressions, 
which, although of no great importance, I take this opportu- 
nity of explaining. The whole scope and object of my argu- 
ment was to negative the alleged influence of the bank re- 
striction and resumption acts in raising and depressing 
general prices beyond the degree indicated by the difference 
between paper and gold. I did not mean to deny that there 
were great fluctuations in the value of the currency during 
the period referred to, beyond the indication by that test : on 
the contrary, I distinctly stated, that from the powerful in- 



in a state of the circulation in which the bank 
paper is perfectly convertible. 

But the former not having been, in the last 
three years, characterized by any very decided 
deficiency or exuberance of general produce, 
cannot be adduced as having had any promi- 
nent share in the recent, as they undoubtedly 
had in the former, fluctuations. I shall, there- 
fore, not consider these under a distinct head, 

ducements held out to speculation, by the circumstanceR of 
the war and the vicissitudes of the seasons, there were great 
alternations of enlargemelit and contraction of country bank- 
notes, and of private paper, and credit, occasioning great tem- 
porary variations, which would equally have occurred in the 
value of the currency, independent of the bank restriction. 
But I ought, at the outset of the work, to have stated, more 
distinctly thai^i I did, the division of the argument into two 
branches, viz., that of alterations in the value of the currency 
arising from the suspension and resumption of cash payments, 
and that of alterations in the value of the currency from cir- 
cumstances which would have affected it independently of 
those measures. With this explanation, and with the correc- 
tion of two passages, viz., one in page 135, second edition, 
line 16, from top, where, instead of the mere word *' cur- 
rency," should have been inserted the words *' alterations in 
the system of the currency ;" and the other, in page 143, in 
last line but one, where I have inadvertently used the word 
" value'* instead of *' system of the currency," I am perfectly 
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ready to abide by the result of any comparison of the con- 
sistency of the views which I then entertained with those 
which I am now bringing forward on the subject of the 

currency. 
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but only notice them incidentally. And the 
whole discussion in the following pages wiU 
turn upon the degree in which the cvrrency has 
been connected, in the relation of cause and 
effect, with the violent transitions between high 
and low prices, between the extremes of con* 
fidence and alarm wiiich have prevailed in the 
commercial world. 
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SECTION I. 

Upon the Causes which determine the rate of Interest^ and 
the Application of these to the late Fluctuations. 

Among the most striking and important of the 
fluctuations which have occurred within the 
period under discussion, are those of the prices 
of the British and Foreign funds : but the prices 
of the funds, in as far as. there is no question of 
risk, are neither more nor less than the mea- 
sure of the variations in the rate of interest. In 
accounting, therefore, for the great alterations 
in the prices of government annuities and secu- 
rities, it becomes desirable, as a preliminiary 
step, to investigate the circumstances on which 
the rate of interest depends. It wiU appear, 
moreover, that the rate of interest enters as 
cause and effect into every consideration of the 
regulation c^the paper currency in this country ; 
it would be difficult, therefore, if not impossible, 
to proceed iatelligibly in the discussion of the 
mamiw in which the paper circulation has been 
administered, or of the merits of the system 
itself, without something like a clear under- 
standing of the causes which influence that 
rate. 

The commonly^reccived opinion, and that 



which is generally adopted by political econo* 
mists is, that the rate of interest is governed by 
the rate of profit. In an article in the Edinburgh 
Reoiew, No. 79, under the title " Standard of 
National Prosperity/' pp. 8 and 9, which is 
nearly a transcript of some of the opinions con- 
tained in the lectures delivered by Mr. Mac 
CuUoch, is the following passage: ''Interest 
rises as the rate of profit rises, and falls as it 
falls: the one is directly as the other." It is 
admitted, in the same passage, that *' it is often 
difficult to determine what is the precise ave- 
rage rate of profit at any particular period; but," 
the reviewer adds, *' it is never difficult to de- 
termine whether it is higher or lower at one 
period than another, or whether it is rising or 
falling." " For," he goes on to say, ** this may 
always be learned with the greatest facility from 
the rate of interest paid for capital lent on good 
security." 

My only purpose, at present, is to inquire 
in what respect the rate of interest is an index 
of the rate of profit, and how far the former 
depends upon the latter. Without entering 
therefore into the question, whether the rate of 
profit ever has been, or is, or ever can be deter- 
mined, as applied to the return to capital, in a 
national point of view, I would ask, whether the 
rate of interest, at any particular period, is in- 



dicative of past, present, or future profit ? Past 
profits, the present rate of interest cannot indi- 
cate, because the capital borrowed for the 
purpose of obtaining that profit, has, by the 
supposition, been realized, and the borrower 
has, for that purpose, no further object in pay- 
ing for the use of the capital. Present profits, as 
contra-distinguished from past or future, cannot 
be said to exist. When they have beien real- 
ized, they are past; as long as they depend on a 
contingency, they are future or expected profits.. 
The proposition, then, resolves itself into this. 
That the rate of interest, at any time, indicates 
the degree of expectation of profit; and then, as 
it is assumed that the expectations of those who 
borrow money, with a view to profitable em- 
ployment, are likely, on an average, or in the 
long run, to be realized, the average rate of in« 
terest may be supposed to bear some proportion 
to the rate of profit. Thus, on an average of 
some indefinite number of years, sufficient to 
equalize the effects of seasons, political and 
commercial changes, alterations in the value of 
money, and every source of miscalculation, 
the customary rate of interest might be assumed 
to bear some proportion to the rate of profit. 
But, even on this supposition, the rule would 
be of little practical utility in the application 
to passing occurrences, or to determine whether, 
in any period so short as three or four, or even 
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ten years^ the fate of profit was higher or 
lower, rising or falling, eompared with any other 
equal period. The author, however, of the 
attide which I have quoted, infers^ that be- 
cause the rate of interest, at the precise time 
when he was writing, had fiedleni and Was s^ppsl- 
rentiy falling, the rate, of profit, and the power 
of accumulation in this country, Wete dimi- 
nished in a corresponding degreb. By the same 
rule it might be inferred, that, as within the last 
few months the rate of interest has risen cbnsi- 
derably, the rate of profit and the power of accu- 
mulation are, in the present distressed state df t be 
commercial community^ greater than they were 
two years ago : nay, even esttending the rematk 
to longer periods, viz. of ten or twenty yeard' 
duration, what, according to that ride, would 
be the inference as to the rate of jHrofit ? €lef- 
tainly this: that as, during the wh<^e of theiast 
century, and the twenty -five years of the pre- 
sent^ thg average,' or customary rate of interest 
on good security, was higher during the periods 
of war, than in the intervening periods of peace, 
the rate of profit, and conseqtiently the power 
of national asccumulation, must have been 
greater in the periods of war than in the pe- 
inods of peace; But as I believe tiiat^no person 
conversant with the nature of the money- 
market MTould for a moment doubt that in every 
future war, if of any extent and duration, the 



rate of iBf erestt not merely cm ^<^ vemment aecu- 
xitien, bat dn all safe invesfiinents. Would be 
higher thaa in an equal period of the preceding 
or. succeeding peace, the proposition would, 
upon the grounds suppoBed, admit of being 
geberalized thus : That the rate of profit^ and 
the power of .accumulation, inust be greater in 
.war than in peace; and the final concluiuon 
would be, that perpetual war would be attended 
with perpetual prosperity : a conclusion so mon^ 
strous, that it tnust ilaturally lead to a suspicion, 
or rather to a conviction, that the premises are 
unsound. 

I am inclined to think that one of the funda- 
meatol errors of the doctrine in question is, 
that the following consideration is overlooked ; 
viz., that while the returns to the whole of 
the national capital. laid out with a view to 
reproduction, are, aUd must be, estimated in 
kind*, (supposing that th^re. were means of 
making such estimaJte») the rate of interest is 
always computed in money ; consequently, pro- 
fits estimated in money are not, necessarily^ in 
the ratio of national profits estimated in commo- 
dities: the variation of the one is not, therefore, 

* And that the author of the article which I have quoted 
supposea the estimate of profit to be made in kmd, ^r in the 
quantity of commodities, may be collected from what he 
states at p. 14 to 16 of that article, and, indeed, from the 
whole course of his reasoning. 
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necessarily indicative of the variation of the 
other. It would be incumbent on the reviewer, 
in the first instance, to point out the invariable 
connexion between the returns to national 
capital, estimated in kind, and the returns to 
individual capitals, estimated in money ; and in 
the next place, the invariable equality of the 
proportions of the whole national capital, com- 
pared with its productiveness, and of the supply 
of monied capital seeking secure investment, 
compared with the demand for the use of such 
capital^ by persons having good security to 
offer, this latter being the condition by which 
the rate of interest is determined. This the 
author whom I have quoted has not attempted 
to do. 

Another source of error in the reasoning, which 
seems to lead to the conclusion which I have 
pointed out, is the unqualified assumption, that 
money is borrowed with a view only to repro- 
duction, or. in other words, for profitable em- 
ploymeixt. The assumption is an unqualified 
'one, otherwise it would not bear out the con- 
clusion. For admitting that, such may be the 
case in the majority of instances, the exceptions 
might be, as they are, so large, as to destroy the 
application of it to the business of real life. 

A third source of error consists in overlook- 
ing the consideration, that monied capitals may 
increase in a greater ratio than the means of 
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employing them, without personal superintend- 
ence, although the sources of production, and 
the degree of their productiveness may likewise 
have increased. And thus the interest on the • 
best securities, involving no trouble, may fall, 
as the returns to mercantile, or other profes^ 
sional skill, rise. 

Having thus noticed what I conceive to be 
the errors of a doctrine, which, proceeding from 
a writer whose opinions have deservedly very 
great weight, might, if not pointed out, lead to 
injurious practical results, I will proceed to 
state what occurs to me in explanation of the 
causes of the variations in the rate of interest. 

I should define the rate of interest to be that 
proportional sum which the lender is content 
to. receive, and the borrower to pay, annually, 
or for any longer. or shorter period, for the use 
of a certain amount of monied capital*, without 

* To distinguish with perfect accuracy between monied 
capital and currency is a matter of some difficulty, and 
perhaps would require a detailed analysii^ of every species 
of mercantile transaction. In general terms, however, that 
may be called monied capital which is lent on the security 
of bills, that is, on discount, on mortgage, or on any other 
kind of security ; — while cwrrency is that medxam^ whether 
consisting of gold, notes, bills, or credit, by which the 
purchase of commodities is effected. In ordinary discourse* 
both monied capital and currency are called money ^ and the 
market for monied or dhposahle capital is called the money 
market y and hence much confusion arises from the use of 
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any consideration for trouble in the collection 
of the income, or for risk as to the punctual 
repayment of the interest or principal at the 
stipulated periods. Whatever is received by 
,the owner of a monied capital tor the loan of 
it» beyond that rate, ought to be considered 
in the light of a remuneration for risk or 
trouble. 

In this view, the rate of interest is the meamre 
of the net profit on capUal. All returns beyond 
this, on the employment of capital, are resolva- 
ble into compensations under distinct heads, 
for riskj trouble, or skill, or for advantages of 
situation or connexion. When the owner of a 
capital employs it actively in reproducticM), he 
does not come under the head of those capital- 
ists, the proportion of whom, to the number of 
borrowers, determines the rate of interest It 
is only that class of capitals, the owners of which 
are unwilling or unable to employ their money 
actively themselves, which has any immediate 
influence on the rate of interest. 

This is the description of capitals which M. 
Say calls Capitaux disponMes. 

the word money^ where fnofned capital is meant. M. Say 
notices this distinction between mtmey and disposable capital, 
and the erroTS to which the confounding of the two terms 
together has given rise, in his excellent and justly-celebrated 
work '• Traite d'Economie Politique," p. \\2. et seq. 



The podsessoTB of dis{K>sable monied capitals; 
wlio operate oa the rate of iDterest as lenders, 
may be classed under tiie following heads : 

1. Persons or bodies of persons, trustees, 
or others, who are precluded by legal or other 
disability from investing any money which they 
have to lay out, in any security that is attended 
with either risk or trouble. Banks, whether 
corporate^ or consisting of private individuals, 
in as far as they conduct their business ac- 
cording to correct banking principles, may be 
reckoned under this heaif. It is perfectly pos- 
sible that, within certain limits, an increasing 
proportion of national monied income may be 
accumulated in the hands of persoos or bodies 
coming under this description, to such an 
amotmt, that if the borrowers who have secu- 
rities to offer which involve neither risk nor 
trouble to the lenders, be limited to a certain 
number, the rate of interest upon such se- 
curities may be depressed in sdmost any 
degree*. It is clear, in this point of view, 
tbat a fall in the rate of interest on the best 
securities is no criterion of the returns to 

* It is on this accpimt that an incseasad issine of 3aAk of 
England, and othier i)ank, notes in .tike way of loans to .go- 
vernment, or of discount on mercantile biUs, contnibutes to 
reduce the rat^ of interesti when there is no cprrespondii^g 
increase of borrowers having the most .undQuhtod >security 
to oflFer. 
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capital actively employed, which involves the 
necessity of risk, trouble, and skill. If by any 
financial operation, brought about without any 
intermediate disturbance of property, as for 
instance, by an effective sinking fund, our 
national debt were reduced to one or two hun- 
dred millions, it is not inconceivable that any 
perpetual annuities offered by government, 
within that amount, would fetch fifty years' 
purchase, or in other words, that the rate of 
interest, all other things remaining the same, 
would, on such securities, be reduced as low 
as two per cent, per annum * . 



* In referring to government securities as a criterion 0£ 
the rate of interest, an alloieance is to be made for the 
greater or less latitude for a rise or fall in the value of the 
capital sum invested, and for the greater or less facility 
with which sales of a given amount may be effected at the 
shortest notice. Thus exchequer bills have on particular 
occasions been at such a premium as left to the purchaser 
an interest below 2 per cent, per annum; while the lowest rate 
on other government securities has been considerably higher. 
On private securities, too, the rate of interest at any given 
period may vary according to the length of the term and to 
the convertibility of the security. Thus mercantile bills 
of the most unexceptionable credit at short date have some- 
times been discounted at 3, 2i, and even as low as 9 per 
cent. ; while advances on mortgages of the best description 
have not been obtainable under 4, or at the lowest 3i, per 
cent. All the circumstances which determine the greater 
or less eligibility of investment according to the greater or 
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A state of war, on the other hand, may easily 
be supposed to raise the rate of interest, by 
creating a supply of that description of security 
to a larger amount, and more rapidly, than could 
be absorbed by the accumulations of the class 
coming under this head. A rise in the rate of 
interest is, therefore, a condition for obtaining 
the requisite funds from the other classes of 
persons possessing monied capitals. 

Hence it may be seen why the rate of in- 
terest, as measured by securities involving no ' 
risk or trouble, should be lower in peace than 
in war, without resorting to any difference in 
the rate of profits, to account for that difference 
in the rate of interest. 

2. Persons who are willing to take some 
trouble, with little if any risk, and who invest 
their monied capitals in mortgages, ground- 
rents, or in loans on goods <and . other secu- 
rities involving the necessity of superinten- 
dence, and more or less of trouble and 
exertion in collecting the annual interest. In 
proportion to the difficulty of obtaining good 
securities of this kind, except at a reduced 
rate of interest, this class would be liable to 



less facility and certainty of conversion, are to be taken into 
account, in estimating the general rate of interest at any 
particular time. 
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merge into the next class which will be 
mentioned. 

The prevalences however, of habits of ptu* 
denee, and the consequently increasing propor- 
tion of the national income accumulating in the 
liands of this» as well as of the first class, would 
raalde persons possessing skill for the active 
employment of capital, or enjoying advantages 
of situation or connexion, and offering sufficient 
security, to retain a larger portion of the re- 
turns, as a compensation for their risk, trouble, 
and skill. Supposing the whole returns to 
capital to remain the same, a diminishing pro- 
portion might go as the net |»?oflt to the 
monied capitalist^ and an increasing one to 
mercantile, manufacturing, farming, or other 
professional skilL These returns, beyond the 
mere intere^ of money, and beyond what may 
arise from rent *or the monopoly of situation, 
connexion, &c., M. Say classes under the head 
iA profits industriels, as contra*distinguished from 
profits de capitaux, a distinction which our eco- 
nomists might adopt with advantage. 

3. Persons, who, in order to obtain a higher 
rate of interest, or a higher price for the use of 
their monied capitals, are willing to run an 
extra degree of risk in the investment of them, 
but without bestowing personal labour, or pos- 
sessing any technical knowledge or skill, to 
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qualify them for the active management of such 
investment. 

This is a class, the extent of which could 
not have been adequately conceived till the ex- 
perience of late years, in vhich the success of 
foreign loans, and minihg themes of the most 
hazardous nature, proves hovit many per- 
sons there were in this country, who, having 
some property, were willing to embark it in 
enterprises of more or less hazard, provided 
that such enterprises promised on the feice of 
them to yield more than the common rate of in- 
terest, without requiring labour or skill. In pro- 
portion as the funds of this class. have been 
absorbed in successive payments to. the loans 
and schemes, they must have been withdrawn 
from the competition with the two first classes 
of lenders, and this new mode of investment 
must, consequently, have operated- thus &r in 
preventing a fall, if not in occasioning a rise, in 
the rate of interest on the best securities in this 
country, at the same time that the progressive 
reduction in the rate of interest, on the best 
securities, must have detached many monied 
capitalists from the two first classes, and 
brought them into the third. There can be no 
doubt, therefore, that the fall in the rat^ of in- 
terest, an artificial one as it now appears, was, 
in some degree, a necessary condition of the 
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success of those loans and schemes to the ex- 
tent to which they were carried. 

The three classes of persons here enumerated 
as being lenders of monied capital, include 
those, who, being actively engaged in trade, 
manufactures, or farming, accumulate more 
than they can re-invest in their own occupation, 
with the prospect of getting the ordinary rate 
of interest, after allowing for a remuneration 
for their labour and risk. 

A material consideration to be here borne in 
mind is, that it is only as long as those capitals 
are floating, or disposable, that they operate on 
the rate of interest. When once they are in- 
vested, whether for a long or a short time, they 
are out of the competition of lendabU capitals, 
and cease to affect, directly, the rate of interest. 
Thus, if I have invested my monied capital in 
the purchase of exchequer bills or in the discount 
of mercantile bills, however undoubted in point 
of security, and at however short a date, that sum 
is withdrawn from the amount of floating or dis- 
posable capital. I may,indeed, if I have a sudden 
occasion to require so much money for imme- 
diate use, re-sell or re-discount the bills, but then 
this sum must be withdrawn from the amount of 
floating or disposable capital in other quarters. 
. These being the principal heads under which 
the lenders of monied capitals may be classed. 
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constituting one of the conditions on which the 
rate of interest depends, tm., the supply, it re- 
mains to consider what is the description of the 
borrowers, who constitute the demand. These 
may be classed as follows : — 

1. Persons who have the prospect of being 
able to employ a capital beyond their own funds, 
in such a manner as to afford a return adequate 
to remunerate them for their trouble, and skill, 
and risk, after replacing the amount advanced, 
together with ' the sum stipulated for the use 
of it. 

2. Persons who, having embarked the whole 
of the capital which they possessed, and having 
entered into engagements which require larger 
advances, and afford smaller returns than they 
had anticipated, call for a further sum, of such 
an amount, as their securities, or credit, enable 
them to obtain, iii order to make up for the de- 
ficiency, or temporary absence of the returns 
which they had reckoned upon. 

3. Persons who have occasion to borrow, in 
order to supply the means of unproductive eK- 
penditure beyond their income. This head in- 
cludes a great number of borrowers, having 
various kinds of securities. It embraces not 
only those \dio are proprietors of lands and 
houses, which admit of being mortgaged, or 
who have personal security to offer, but the 

c 9 
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4 

government, which may mortgage the revenues 
of the state. Under this head may be con- 
sidered the agents of foreign governments, who 
may raise loans in this country, or, in more 
general terms, may offer foreign government se- 
curities, which hold out adequate temptation 
for investment on the part of capitalists in this 
country. 

An attempt at a classification of particulars 
like these, may appear to some too much like a 
parade of science ; but it is only by treating the 
subject in this way, that the causes of variation 
in the current rate of interest can be extricated 
from the confusion in which they are involved 
by the attempts which have been made, in 
discussions purely scientific, to account for all 
such variations by the supposition of correspond- 
ing alterations in the rate of profit. 

The simplest way, as it strikes me, on all 
such occasions, is, where any thing like an 
analysis can be made, to consider^ in the first 
place, the effect of an alteration in each class 
of the circumstances under consideration sepa- 
rately, the others remaining the same, and then 
to trace the influence of any variation in each 
class on all the others. To do this completely, 
however, w^ould require a much greater length 
of discussion than would be consistent with the 
immediate object of the present inquiry ; and I 
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shall content myself with pointing out the 
manner in which the state of the currency 
affects the conditions of the rate of interest, and 
in which the change of these conditions again 
.affects the state of the currency. 

Suppose that, at a given tinie» all these con- 
ditions were in their ordinary state^ and that 
the current rate of interest were, consequently, 
steady ; it is very easy, then, to conceive how a 
sudden increase in the issue of paper, by banks 
of circulation, may disturb that state of things, 
notwithstanding that the amount of such increase 
may be apparently small, when compared with 
the whole of the national capital ; for it is not 
with the whole, nor even with any consider- 
able part of the national capital, that what I 
consider as a nominal addition to it, by a fresh 
issue of bank promissory notes, comes in com- 
petition. The amount of capital seeking invest- 
ment, at any given time, may easily be imagined 
to be so limited, that what might otherwise 
appear to be an insignificant sum, may yet be 
a large proportion of that amount, and may, 
consequently, produce a great temporary de- 
pression in the rate of interest, on that de- 
scription of security for which it comes directly 
into competition. 

But in reducing the rate of interest on the 
best class of securities, this competition drives 
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during that period, as will be hereafter more 
particularly noticed. The supply of nominal 
capital was increased* during that period, in a 
ratio equal to, if not beyond, that of the imme- 
diate increase of demand, great as it was. 

In the early progress of a general specula- 
tion, the immediate absorption of capital is com- 
paratively small. The increased demand for 
capital by the class of borrowers described 
under the first head, may not only not outrun 
the increased supply of nominal capital, created 
by an enlargement of the circulating medium, 
so as to produce a rise in the rate paid for the 
use of such capital, but the enlargement of the 

• 

before it comes in contact with commodities. And this may 
account for an observation which I have heard made, and 
which appears to me to have some foundation, and that is, 
that the effects of an increased circulation are perceivable in 
an advance of the funds, and other securities bearing inte- 
rest, before they can be traced to the prices of commodities ; 
and the converse holds with regard to a diminution, of the 
currency while in progress. When the amount of the cur- 
rency has become settled, for any length of time, at a par- 
ticular level, it is immaterial, as relates to the rate of inte- 
rest, whether the level of the currency be at one half or at 
double of its former value : the rate of interest will then be 
governed entirely by the supply of, and demand for, capital, 
as resulting from circumstances independent of the currency. 
But it cannot be too constantly borne in mind, that every 
alteration in the amount of currency produces a temporary 
effect upon the rate of interest. 
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circulating medium may he, and, indeed, com^ 
monly is, under such circumstances, so large 
as to produce a/o// in the rate of interest. But 
the case, in the further progress and termina- 
tion of a general speculation, is widely different. 
There is, then, an immense increase in that 
class of borrowers, which comes under the 
second head ; and in proportion as the faci- 
lity of obtaining credit, as indicated by a low 
rate of interest, has been such as to give 
great latitude to speculation, there will be an 
increased demand for capital, and the intensity 
of the demand will be indicated by a great rise 
in the rate of interest. The demand is no 
longer limited, as it was, by the prospect of ad- 
vantage to be made by the outlay of the capital, 
after defraying the rate required for the use of 
it ; it is now limited only by the utmost extent * 
of the securitieis of every description, which all 
persons who have entered into engagements 
beyond their own immediately available or con- 
vertible capital can bring forward. If, there- 
fore, the nominal amount of capital were the 
same as it had been when the disposition to 
over-trade was at its height, there would, by 
the rapidly increasing absorption of funds, and 
the consequently urgent wants of the borrowers, 
be a considerable rise in the rate of interest. 
" No complaint (observes Dr. A. Smith, Wealth 
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of Nations, vol. u, p. 151 and 162) is more 
common than that of a scarcity of money. 
Money, like wine, must always be scarce with 
those who have neither wherewithal to buy it, 
nor credit to borrow it. Those who have either, 
will seldom be in want of the money, or of the 
wine, which they have occasion for. This com- 
plaint^ however, of the scarcity of money, is not 
always confined to improvident spendthrifts ; it 
is sometimes general through a whole mer- 
cantile town and the country in its neighbour- 
hood : aveT'trading is the common cause of it. 
Sober men, whose projects have been dispro- 
portioned to their capitals, are as likely to have 
neither wherewithal to buy money, nor credit to 
borrow it, as prodigals, whose expense has been 
disproportioned to their revenue. Before their 
projects can be brought to bear, their stock is 
gone and their credit with it They run about 
everywhere to borrow money, and everybody 
tells them that they have none to lend.'' 

But coincidently with, and partly arising 
out of the very circumstances which entail a 
recoil of the speculation, and a consequent in* 
crease of the number of borrowers, is the occur- 
rence of a great diminution of the amount of 
disposable or raonied capital. All that part of 
the 7iominal capital which arose out of the in- 
crease of the circulating medium, beyond what 
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the ultimate reference and necessary subsidence 
to a level with the value of gold, in the rest of 
the commercial world, could admit of being 
retained in circulation, is swept away by the 
process which I have, on former occasions, 
described. Not only is there a very great dimi- 
nution of the amount of disposable capital, from 
this cause, but a further reduction must be 
allowed for, from the large proportion of per- 
sons, bankers and others, who having, in ordi- 
nary times, and during the general prevalence of 
prudence in the conduct of business, confined 
themselves to the safest and most convertible 
securities, have been tempted, if not driven by 
the low rate of interest into loans on doubtful 
or inconvertible securities, and, perhaps, into 
engagements by which they are themselves 
brought into the class of borrowers. 

Thus, while the demand for capital is in- 
creased in a very great degree, the supply of it 
is diminished, not only relatively to the in- 
creased demand, but to the former amount of 
supply. There can, therefore, be no difficulty 
in such cases, in accounting for the great rise 
in the rate of interest. And this process has 
been strikingly exemplified in the recent state, 
of the money-market^. 

* The following extract from a paper published at New 
York in July last, describing a state of things very similar 
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to that which we have lately witnessed here, and arising 
from similar causes, may, perhaps, not be uninteresting as 
an illustration of the foregoing remarks : — 

•• The scarcity oftnoney is probably greater in Wall-street 
at this moment than it has been for many years ; the fall 
explanation whereof, it would perhaps be difficult to ascer- 
tain. Some of the causes may, however, be assigned. 
Among the most prominent, we should be disposed to place 
that of the many new companies incorporated by the last 
Legislature. It was assumed as a fact, both by the petitions 
for these companies, and by the Legislature itself, that a 
great mass of unemployed capital was lying idle in New 
York, to which these companies would afford the means of 
profitable investment and employment. This assumption 
was, in our judgment, unfounded. We do not believe there 
was any excess or superabundance of capital ; and all calcu- 
lations, therefore, made on the existence of such were er- 
roneous. New companies, however, were chartered, and 
great demand was created for these stocks — a spirit of spe- 
culation was engendered, and men of all descriptions and 
degrees were seen striving to get shares in this or that 
bubble, not with any view to (for most of them had hot the 
means of) a permament investment ; but calculating that, by 
good management on the part of the directors, and from the 
craving of the superabundant capital for employment, these 
shares must rise. Hence persons without any means, or any 
judgment or knowledge in such matters, became subscribers; 
borrowing, on the pledge of their shares, the money to pay 
for them, until, by a repetition of this process, one and the 
same sum was often made to represent as many times its 
value as there were new companies. All of a sudden, how- 
ever, in the natural course of trade, that capital which was 
deemed superabundant, but which was in fact only awaiting 
its usual and accustomed modes of employment, is called 
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for — ^fthe purchaser of cotton has to pay for it — the importer 
of goods has to remit, the projector of distant voyages has to 
prepare his funds. Moreover, receipts from foreign ship- 
ments have fallen short of expectation. The adventures 
round Cape Horn and to the Brazils, in flour, &c., have 
brought back few or no returns ; the markets are glutted — 
the shipments to the Spanish Main, of dry goods, have been 
overdone. The pause in cotton abroad has interrupted sales; 
hence, from all these combined causes, the merchant is 
thrown upon his resources at home, and the money that had 
been lent on pledges of stock, is recalled to its natural and 
proper vocation. But how is it to be repaid ? The borrowers 
of it must sell the stock given to secure the loans. But the 
very demand for money, for the purposes above enumerated, 
dampens the spirit and means of speculating in the stocks, 
and sales cannot be made therefore without great sacrifices. 
What is the consequence ? The holders for the rise make 
every possible effort to avoid the necessity of selling ; they 
borrow anywhere and everywhere, and at every rate of in- 
terest. They besiege the Banks, the Insurance Companies* 
and individuals — for they must, at some sacrifice or other, 
repay what they have borrowed, or their career is up ; and 
it is precisely, as we are informed, among this class of spe- 
culators, that the distress for money is most severely felt. 

*' Another cause, perhaps, of the scarcity of money, and 
of the extreme unwillingness of the banks to discount, is the 
disproportion between the specie in bank, and the paper in 
drctUaiion. It is very — ^we should say, if censure could be 
made to bear where it ought — inexcusably great. How this 
has happened, it would at this moment carry us too far to 
inquire, though we may attempt it hereafter. The facti 
however, is indisputable." 

The following extract of a Letter from an eminent mer- 
chant in New York, dated dSrd November, is likewise 
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strongly corroborative of my observations respecting the 
effect produced on the rate of interest by the recoil of 
extensive speculations : — 

" No bill of exchange can be sold here but on credit of 
two, three, and four months ; and such is the precarious 
state of commerce, that such payments are hazardous in the 
extreme, and paper discounted at from 1-J- to 3 per cent, per 
month. Failures are consequently daily occurring, and nu- 
merous ; some, to a considerable amount." 
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SECTION II. 

Upon the high and low Prices of the last three Years, and 
upon the Degree in which these have been connected with 
the State of the Currency. 

The phenomena of the high and low prices, 
which have occurred within the three last years, 
may be classed under two distinct heads. 

The first comprehends those articles of which 
the rise of price may be clearly traced to a de- 
ficiency of supply, arising from the operation of 
natural or artificial causes, such as the seasons 
or pther casualties in some instances, and in 
other instances from the more permanent influ- 
ence of monopoly, as in the case especially of 
articles of food, this class of commodities still 
maintaining a high range of prices. 

The second comprehends the commodities 
and other objects of exchange, which, having 
risen more or less, as a consequence of un- 
founded speculation, have, in the majority of 
cases, subsided to, and in some below, the level 
from whence they rose. 

The latter class is that alone, the great va- 
riation in the prices of which can fairly be 
ascribed to the operation of the currency ; but 
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it embraces objects of such extent and im- 
portance, as fully to account for the alternation 
of general excitement and despondency, and for 
the appearances of unbounded commercial pro- 
sperity, succeeded by every indication of de- 
pression, stagnation, and discredit which have 
marked the period under consideration. 

That a great part of these fluctuations of 
prices may be ascribed to the state of the cur- 
rency, is, d priori, to be inferred from princi- 
ples generally admitted: for the theory of 
money alone would lead us to expect in cases 
where a great alteration in the prices of nume- 
rous and extensive classes of commodities or 
other objects of exchange, cannot be distinctly 
traced to any adequate difierence in the circum- 
stances afiecting the supply and demand, that 
there must have been some corresponding alter- 
ation in the amount of the circulating medium. 
The correctness of this inference a priori, admits, 
in the present instance, of being confirmed by 
direct evidence of the fact of an enlargement 
of the circulating medium, sufficiently consi- 
derable in point of amount, and coincident in 
point of time, to account for the rise of prices^ 
while, on the other hand, in the absence of any 
direct evidence of the relative amount of Bank 
of England notes, since the fall of prices has 
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occurred, the extensive destruction of the cir- 
culation of country notes by the numerous 
failures and suspensions of the banks, and the 
depression of mercantile credit, are quite suffi- 
cient to establish the fact of a great diminution 
of the aggregate amount of the circulating 
medium*. 

The directors of the Bank of England, in 
pursuance of a policy, which, without being 
beneficial to themselves or the proprietors, is 
very injurious in its consequences to the public, 
commonly endeavour to throw a veil of isecrecy 
and mystery over their proceedings; Being 
called upon in Parliament, during last session, 
for a return of their issues of notes since Fe- 
bruary, 1824, the date of the last return made 
by them, they thought proper to refuse to 
comply with the request. Parliament having 
acquiesced in that refusal, it would have been 

* Consistently with my main object, of giving practical 
and detailed proofs in illustration of the points now under 
discussion, it will be superfluous for me to enter here into 
the general reasoning, from which it is to be inferred, that 
no such extensive rise of prices, except in case of scarcity, 
could take place without an increase of the effective powers 
of the circulating medium, and vice versd. I shall content 
myself, therefore, with merely referring, in general^ terms,' 
to the obvious nature of the grounds on which that conclu- 
sion rests, and assume it to be granted. 

D 
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difficult, if not impossible to obtain any account 
of the amount of bank-notes in circulation, be- 
yond the very imperfect information given in 
answer to questions by proprietors, at their 
half-yearly meetings. But it was, fortunately, 
discovered, that as the bank was obliged, by 
Act of Parliament, to deliver to the Commis- 
sioners of stamps, on the 1st of May in each 
year, an account of its weekly issues, the de- 
sired accounts might be obtained through the 
Stamp Office. Owing to the wording of the 
order, in the first instance, a return was made 
only of the averages for the three periods of 
three years each, ending respectively in April, 
1823, 1824, 1825. This return presented the 
following results : — 

In 3 years, ending April 1823 . . . £20,603,548 

1824 .. . 18,984,499 

1825 . . . 19,092,005 

exhibiting a decrease in the two last averages. 
This circumstance was deemed by most of those 
who commented upon it at the time, as being 
conclusive against any imputation upon the 
bank, of having contributed by its issues, to the 
speculations which then prevailed. It was, 
however, not. difficult to see, that the view pre- 
sented by this return was a fallacious one ; for 
the first average contained more than a year 
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^nd the second a few months, in which the 
issues of 1/. notes formed a considerable pro- 
portion, not less, probably, than seven or eight 
millions ; whereas, in the period embraced by 
the last average, the 1/. notes had been called 
in, and replaced by an issue of sovereigns. 
The amount of the I/, notes ought to have been 
allowed for, either as a deduction from the first 
two averages, or to have been added as sove- 
reigns, aJter the period when and in proportion 
as the I/, notes were withdrawn. 

The fallacy became evident upon a return 
from the Stamp Office, in obedience to an 
amended order for the weekly issues. From this 
document, which was ordered by the House of 
Commons to be printed, on the 2d of June, 1825, \ 

it appears that there was a very considerable 
increase of the issues during the two years 
ending April, 1325. The increase is most 
striking upon a comparison of some particular 
weeks in corresponding periods of each year : 
thus, the amount of notes in circulation was, 

Jan. 4, 1823 £16,379,530 

Jan. 3, 1824 17,230,799 

Jan. 1, 1825 20,756,948 j 

But as this difference may be supposed to be 1 

accidental, and of iai duration insufficient to in« j 

fluence the value of the currency, let us take the 

D s 
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been abated by the increased consumption 
consequent on the low prices; and as the 
harvest of 1823 was not above, and that of 
1824 was rather below an average produce, 
the stock on hand, which had previously been 
of extraordinary magnitude, was undergoing a 
gradual diminution. This circumstance com- 
bined with a still increasing population, has 
brought the monopoly created by the Corn- 
laws into full operation, and a higher range of 
prices has been the consequence. 

Of meat, the rise in price i^ easily accounted 
for by the unusually extensive slaughter of 
cattle and sheep during the great depression of 
prices three years ago, and by the prevalence 
of an exteni^ive rot among the latter, in conse- 
quence of the extreme wetness of the autumn 
of 1824, leaving a reduced number to meet 
the denxand*. This rise in agricultural pro- 
duce afforded the m^ans for an extension of 

* That the rise in the price of corn, and of farming stock 
in general, was the cause rather than the effect of the 
increase of the issues of the country banks, may, I think, 
fairly be inferred from the foUowin^g considerations. While 
the prices of all other commodities which, without being 
in deficient supply, rose between the close of 1824, and the 
first three or four months of 1825, from SO to 50^ and, in 
some instances, as high as 100 per cent, have fallen in the 
last three months of 1825, to or below the level from 
which they rose ; the prices of com, and of meat, have been 
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the issues of the country banks; and ac- 
cordingly it appears from the following official 

on the average of the corresponding periods, as high in the 
latter period as in the former. The comparison will stand 
thus : — 

Aggregate average of the six weeks ending-— 



Wheat. 


Barley. 


Oats. 


Rye. 


Beans. 


Pease. 


8* d» 


«. d. 


8, d. 


8, d. 


8. d. 


8, d. 


68 6 


40 8 


23 4 


88 4 


40 7 


47 7 


69 1 


88 11 


84 8 


89 7 


87 2 


89 9 


64 4 


4] 8 


26 8 


44 1 


45 9 


48 10 



Dec. 24, 1824, 
Mar. 81,. 1825, 
Dec. 26, 1825, 

Hence it will appear that notwithstanding the great con* 
traction of the circulation of the whole kingdom during the 
last six weeks of 1825, the price of all grain, wheat ex- 
cepted, was higher than even during the great speculations 
of the first three months of that year. The fall in wheat, 
since that time, may he accounted for, first, hy the admission 
of hetween three and four hundred thousand quarters of fo- 
reign, which were honded ptior to May, 1 822, and by the 
circumstance of the wheat-crop of 1825 having been both 
early and abundant. As to barley, it is well known that 
it was artificially kept down, in order to prevent the ports 
opening for it in August last, and that the subsequent rise, 
which admitted the importation, was from scarcity over- 
powering both that effort and the effect of the contraction 
of the currency which was already felt. 

The prices of the best meat in Smithfield market, as quoted 
from the Farmer's Journal^ are as follow, viz : 



Highest. 


Beef. 
Lowest. 


Kean. 


Mutton. 
Highest. Lowest. 


Mean. 


8, d. 


8. d. 


«. d. 


8. d, 8, d. 


8, d. 


Last Quar. of 1824, 4 10 


4 


4 5 


5 4 2 


4 7 


First Ditto 1825, 5 3 


4 10 


5 


6 5 


5 6 


Last Ditto 1825, 5 4 


4 8 


5 


5 4 5 


5 2 
The 
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statement, that there had been from that time, 
to the latest period to which the returns have 
been made up, a progressive increase in that 
branch of the circulation. 

By an account from the Stamp Office, '* of 
the number of country bankers' notes stamped 
in each year from 10th October, 1820, to the 
latest period at which the same can be made 
up" — the number stamped amounted. 

In the year ending 10th October, 1822 to . 2,293,035 

ending 10th October, 1823 . 2,455,731 

ending 10th October, 1824 . 2,935,081 

And in the half -year ending 6th April, 1 825 1,716,387 

According to the proportions here given of 
the number of notes stamped, and assuming 
the common calculations, that the total amount 
in 1822 was about twelve millions, to be cor- 
rect, the amount in 1825 would be between 

The prices have kept up during the greatest pressure 
of the contraction of the currency, at nearly the same 
height as they were during the greatest enlargement of the 
circulation, and are almost as high as they were on the 
average of the last war. If this statement does not afford a 
presumption of scarcity, I do not know what can ; and I 
believe that I may appeal to all those who are conversant 
with country matters, for the notoriety of the fact, that the 
stock of cattle, and particularly of sheep, has been deficient 
in the last two years. The probability now is, that the 
supply will be increased, from the great encouragement held 
out by the high prices of those two years. 
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eighteen and nineteen millions, making an in- 
crease in the interval of between six and seven 
millions. 

While this rise of the prices of agricultural 
produce, and the accompanying increase in the 
country bank-circulation, were in progress, 
several other articles of general consumption 
became objects of speculation. 

In some instances it was found that low 
prices had induced a rate of consumption be- 
yond the ordinary supply, and that a rise in 
price was the necessary condition of an increase 
of production, or of a diminution in the con- 
sumption. But until nearly the close of 1823, 
these speculations were partial, of short dura- 
tion, and mostly on a moderate scale. 

There was still some prevalence of the pru- 
dence and caution which had been taught and 
enforced among the commercial classes, by the 
reverses and losses which they had so recently 
sustained. Some attention was still paid to 
the most obvious elements of mercantile cal- 
culation ; and although there was an evident 
tendency to increased speculation, the objects 
for the exercise of it were selected with a con- 
siderable degree of care and sobriety. Goods 
had been imported or bought in the home- 
market at the lowest prices, and with a practical 
knowledge of the actual and contingent supply 
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eompared with the probable consumptioa ; and 
manufactures had laid in their raw materials, 
and erected their machinery on such terms as 
enabled them to supply both the foreign and 
home market with wrought goods at a fair 
profit. 

There was enough, however, of commercial 
enterprise bordering on speculation, to favour 
an extended circulation of private paper and 
credit In this state of things, any addition to 
the issues of the Bank of England was evidently 
beyond the wants of the circulation. 

At the conmiencement of 1824, two new and 
powerful incentives to speculation came into 
play. The rapid fall in the rate of interest*, as 
indicated by the rise of the public securities, 
and the situation, political and financial, of the 
South American States, which had virtually 
established their independence^ and of which 
a recognition, partial indeed, but sufficient 

* The fall in the rate of interest may be seen from the 
following comparative statement of the price of the 3 per 
cent, consols (exclusive of the accruing dividend,) and of 
the premium on exchequer bills :—^ 

3 per o^t. Qonsob, PrMn. op ^chequ^r Bills, 
April 3, 1823 73| 10 to 19 

^uly 1, 8D| 21 to 24 

Oct. 3, 82^ 37 to 40 

Jan. 1, 1824 86 51 to 53 

April 2, 1824 94| 56 to 58 
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for comm^rci^l security, had been made by the 
government of this .country. 

; The fall in the rate .of interest, which was, to 
a certain extent, the effect of the increased 
issues of paper, became, in its turn, a cause of 
speculation, and thence of a further increase of 
the circulation, by the facilities which it afforded 
for the use and abuse of credit. The rise of 
the funds had allowed a great profit on the 
subscriptions to some of the new insurance 
companies, and other schemes. It had also 
operated in raising the premium on several of 
the South American and other foreign loans. 

These causes, combined with those which 
have been before alluded to, were in operatioQ,* 
subject only to occasional and trifling reaction 
through 18^ ; and were sufficient to render 
the circulation excessive, without any. increase 
in the amount of the Bank of England issues. 
Indeed, the tendency to excess in the circu- 
lating medium, and to an exportation of the 
precious metals, was already indicated by the 
shipments of bullion to South America which 
were in the course of being made in the Spring 
of 1824 ; and although the exchanges with 
the continent of Europe did not apparently 
yield a profit on the export of gold until July of 
that year, there is reason to believe that there 
were some operations which kept up the ex- 
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changes by the transmission of gold, when an 
attempt to have remitted the amount in bills 
might have caused a great and alarming de- 
pression. 

Unaccountable as it may seem, the Bank of 
England, instead of taking warning from the 
indications of pre-existing excess, actually in- 
creased its issues in July of that year. 

The amount of Bank of England notes in cir- 
culation in 

January, 1824 - - was - - £.19,800,615 
July, - 18«4 21,660,973 

But it was reserved for the first three or four 
months of 1825, to display to the fullest extent 
the effects of an increased issue of Bank of 
England notes, coinciding with circumstances 
favourable to speculation. 

The close of each year is the period at which, 
by annual custom, the stocks of goods on hand 
and the prospects of supply and consumption 
for the coming season, are stated and reasoned 
upon by merchants and brokers, in circular let- 
ters addressed to their correspondents and em- 
ployers. By these circulars it appeared that, of 
some important articles, the stock on hand fell 
short of that at the close of the preceding year. 
From this, the conclusion was more or less 
plausibly deduced, that the rate of the annual 
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consumption of those articles was outrunning the 
rate of the annual supply, and that an advance 
in price ought to take place ; at the same time 
there were, as in the case of cotton and silk, con- 
fident reports of failure of crops, or other causes, 
which would inevitably diminish the forthcom- 
ing supply. Expectation o£ scarcity was thus 
combined with actual deficiency in exciting the 
spirit of speculation. This was directed, in the 
first instance, to the articles which, upon fair 
mercantile grounds, justified and called for 
some advance in price, inasmuch as the rate of 
the consumption of them had outrun the average 
rate of supply. The rise, however, which 
would have been requisite to increase the 
supply, or to diminish the consumption, would, 
in most of the cases in question, have been 
trifling. 

But, when speculation is once on foot, with 
a circulation of the expansive nature of ours, 
the rise of any one article may not only be in a 
ratio far greater than the occasion really calls 
for, but by increasing the aggregate of the cir- 
culating medium, may cause indirectly a rise in 
other commodities. 

The impulse, therefore, to a rise being given, 
and every succeeding purchaser having realized, 
or appearing to have the power of realizing, a 
profit, a fresh inducement appeared at every 
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step of the advance to bring forward new buy- 
ers. These were no longer such only as were 
conversant with the market: many persons 
were induced to go out of their own line, and 
to embark their funds or stretch their credit, 
with a view to engage in what was represented 
to them by the brokers as a certain means 
of realizing a great and immediate gain. 

Cotton exhibited the most extraordinary in- 
stance of speculation carried beyond all reason- 
able bounds. Silk, wool^, and some other 

* It is the more worth while to notice the Speculations 
in silk and wool, because some of the consequences of those 
speculations have been the pretence for calling in question 
the soundness of the policy of the conmiercial measures 
which have been brought forward by the president of the 
Board of Trade. The complaints of those who arraign 
the policy in question, are not, however, exactly alike in 
every particular as regards the two articles. But on one 
point they agree, viz., in considering that the excessive 
importations of these articles, which have contributed to 
depress the exchanges, were the effects of the reduction 
of duty. Now I am inclined to believe that no part of 
the excess of importation can be ascribed to the reduction 
of duty. The detailed reasons for that opinion would be 
here misplaced, as not immediately bearing on the subject 
under discussion in the text. One remark, however, is 
obvious, and, at the same time, decisive on the question, 
and that is, that a still greater excess of speculation and 
consequent importation has taken place in cotton, in which 
there was no alteration of the import duty. The same rer 
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articles, in which some advance was justified 
by the relative state of the supply and demand^ 
became the subjects of a speculative anticipa- 
tion, and advanced much beyond the occasion^ 

mark applies to other articles Which are now very low, such 
as tallow, flax, timber : in none of these has any alteration 
of duty taken place ; on the other band, the importation 
of hemp, on which the duty has been reduced 50 per cent, 
has been much smaller in this last season, than on the 
average of the three preceding years. With regard to silk, 
independently of the charge brought by those who ob- 
ject to the reduction of duty on the raw material, that it 
tends by inducing excessive importation, to depress the 

m 

exchanges, the manufacturers complain of the depress- 
ing effects produced upon the vent 'of wrought silks, 
by the anticipation of the admission of the foreign 
manufacture in July next, at a duty of 30 per cent. If 
stagnation and depression were peculiar to the trade in 
manufactured silk, and could not be distinctly traced to 
other causes, the complainants might have, at least, a plan* 
sible ground for considering the impending foreign compe-* 
tition as the cause of that depression, although this would 
form no sufficient ground for continuing to tax the consumers 
of silk, for the benefit of the manufacturers. But how 
happens it that the same stagnation and depression exist 
in cotton, linen, woollen, and other manufactured goods, in 
which there can be no such dread of foreign competition ? 
Is not the same, sufficient cause applicable to them all, 
viz., the excessive importation consequent upon the previous 
speculative advance of prices ? Excessive importation has 
produced a decline of the raw material, and this again of 
the manufactured aifticle. The depression in the silk trade 
is perfectly accounted for by this general cause. 
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as the (event proved, though hot in so great a 

degree as cotton. 

Speculative operations embracing so many 
commodities of great importance in point of 
amount, necessarily created a large mass of 
paper, and of transactions on mere credit; 
thus adding to a circulation already swelled 
by the increase of country bank-notes. Such 
were the circumstances under which the Bank 
of England issued, and for some months main- 
tained in circulation, an increased amount of 
its notes. 

Although this increased issue by the bank, as 
I shall have occasion to shew more particularly 
hereafter, did not alone cause the great additional 
excitement of the spirit of speculation which 
followed it ; yet it gave a fresh and powerful 
stimulant to that spirit, and assisted in convert- 
ing incipient delusion into absolute insanity. 
For never did the public (that part of it at least 
which entered into the vortex of the operations 
in question) exhibit rfo great a degree of infa- 
tuation, so complete an abandonment of all the 
most ordinary rules of mercantile reasoning 
since the celebrated bubble-year 1720, as it 
did in the latter part of 1824, and in the first 
three or four months of 1825. 

The speculative anticipation of an advance 
was no longer confined to articles which pre- 
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sented a plausible ground for some rise, how- 
ever small. It extended itself to articles which 
were not only not delGicient in quantity, but 
which were actually in excess. Thus, coffee, of 
which the stock was increased, compared with 
the average of former years, advanced from 70 
to 80 per cent. Spices rose, in some instances, 
from 100 to 200 per cent., without any reason 
whatever, and with a total ignorance on the 
part of the operators, of every thing connected 
with the relation of the supply to the con- 
sumption. 

In short there was hardly an article of mer- 
chandise which did not participate in the rise. 
For it had become the business of the specula- 
tors or the brokers, who were interested in 
raising and keeping up prices, to look minutely 
through the General Price Currents, with a 
view to discover any article which had not 
advanced, in order to make it the subject of 
anticipated demand. 

If a person, not under the influence of the 
prevailing delusion, ventured to inquire for 
what reason any particular article had risen, 
the common answer was, *' Every thing else 
has risen, and therefore this ought to rise." 

The foUowing statement will exhibit some 
of the most striking instances of this advance 
of prices : 

E 
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For the details of the fluctuations of the three 
last years, see the Appendix (F.) 

While such were the transactions in the mar- 
ket for goods, and while there was an extension 
of the system of loans to the Transatlantic 
States, some of them affording little or no secu* 
rity, but almost all coming out at a premium, 
an enlarged field was presented for the spirit of 
gambling to enter upon. New mining, insurance, 
and other schemes, were set on foot on the 
principle of joint-stock companies, in immense 
numbers. 

The earliest South American mining asso- 
ciations formed in this country, had been en* 
tered into with considerable circumspection; 
the parties with whom they originated, had by 
local information and connexion, secured com-: 
paratively beneficial contracts and priority of 
the working of some of the most productive 
mines. These apparent advantages being made 
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known, attracted numerous persons to buy 
shares from the original subscribers at a pro- 
gressively increasing premium. The great 
gains, or rather premiums in anticipation of 
gains thus obtained by one or two of these 
associations, held out an inducement to the 
formation of new ones. 

It is well known how numerously mining and 
other joint-stock companies sprung up, and how 
successful they were for some time in catch- 
ing and turning to account the disposition for 
hazardous adventure which pervaded the nation. 

The operators on the share-market made the 
new schemes the basis for an enormous extent 
of gambling. Many persons, quite removed 
from all connexion with business, retired offi* 
cers, widows, and single women of small for* 
tune, risked their incomes or their savings in 
every species of de$perate enterprise. The com- 
petition and scramble for premiums in concerns 
which ought never to have been otherwise than 
at a discount, were perfectly astonishing to 
those who took no part in these transactions. 

These operations in shares had an effect like 
that of the speculations in goods, in adding to 
the mass of the circulation of paper and credit ; 
and this, be it still kept in mind, concurrently 
with the addition which had been made to the 
Bank of England issues. 

E 2 



52 

It is not possible to compute, with even any 
approach to accuracy, the amount of the addi- 
tion to the total of the circulating medium by 
these united causes ; but if I were called upon 
to hazard an estimate, I should conjecture that 
the whole amount of the circulating medium, 
including transactions on credit without the 
intervention of paper, must have been, on the 
average of the four months, ending April 182i5, 
little, if at all short of fifty per cent, above what 
it had been in the corresponding period of 1823. 
The approximation of this estimate to the truth 
is rendered probable, by the consideration, that 
upon the principles which determine money 
prices and nominal values, such a general rise 
of prices, amounting, in some instances, to up- 
wards of 100 per cent., without even the allega- 
tion of any general scarcity, could not have 
taken place without an immense expansion of 
the circulating medium. It is also to be con- 
sidered, that the greater part of the transfers 
of the original shares in the foreign loans, and 
new schemes, while the payments on them 
were light, and while confidence was still en- 
tire, were carried on by a medium engendered 
in a great degree by those very transactions ; 
and that the profits realized or anticipated by 
the successive shareholders, aflforded a fund of 
additional credit as well as of nominal capital. 
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with which they might and did appear as pur- 
chasers of other objects of exchange. 

This sort oi medium comes under the de- 
scription of what is familiarly and expressively 
denominated a bulM^i which bursts upon the 
test of metallic value, or of ultimate payment 
in the basis of the currency being applied to it. 
But it does not the less, while it lasts, add to 
the mass of nominal values and exchanges; 
nor are the fluctuations arising out of it less real 
in their influence upon the fortunes of indi- 
viduals, than the fluctuations arising out of busi- 
ness more strictly mercantile. 

Thus far, then, as to the enlargement of the 
currency in part caused by, and in part caus- 
ing, a high range of prices. 

We now come to that which has constituted 
the main feature of the fluctuations which are 
the subject of thp present investigation — the 
fall of prices. 

It was perfectly clear to any person not pos- 
sessed by the mania which prevailed last 
spring, ;that there was no solid foundation for 
the general rise of prices which had then oc- 
curred, and appeared to be still in progress. 

From the information which had been commu- 
nicated to me by Mr. Jacob, as stated in the Sup- 
plementary Section to my last work, it appeared 
that there had been a great falling ofi* in the an- 
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nual supply of gold and silrer from America. The 
fact had since been fully confirmed by official 
accounts oi the coinage in the mint of Mexico 
down to the close of 1823 ; and, by an official 
report from the great minibg district of Gua- 
naxuato, which stated both the fact, and the 
cause of the diminished produce of the metals, 
tnz.f the abandonment of the principal mines. 
Now the reduced produce seems to be little, if 
at all, more than may be considered to be 
sufficient to supply the consumption for plate, 
ornaments, ^.^ and the wear and loss of the 
coin ; so that there was no ground for inferring 
thzt any diminution of the value of gold and 
silver could have yet occurred. On the con- 
trary, there was reason to suspect, from the con* 
siderations above mentioned, that the greatly- 
dimini^ed production since 1810, compared 
with that of the corresponding antecedent pe- 
riod, must have left a chasm in the aggregate 
supply, which could hardly tail of being felt in 
a lower range of metallic prices than had been 
experienced for many years, before it could be 
counteracted by the increased produce of the 
metals, which may be anticipated from the 
mining projects now on foot. It might, more- 
over, have been perceived, that as the prices 
of food abroad, and of most other articles which 
were not interchangeable with this country, and 
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consequently not affected by any speculative 
demand from hence, were not higher than they 
had been for some time before, and in several 
instances not so high ; a still stronger presump- 
tion was afforded of. the probability of an in- 
creased rather than diminished value of the 
metals in the rest of the commercial world. 
Upon this view there could be little doubt that 
the rise of prices, in every case in which it 
could not be distinctly accounted for and justi-* 
fied by scarcity, was delusive, and must have 
been connected with excess of paper. It was 
evident that this excess of paper could not 
be retained much longer while subject to the 
check of convertibility; and that when the 
efflux of gold should take place, as it soon must, 
the great contraction of the currency which 
would ensue, must inevitably entail a fall of 
prices to, or possibly below, the level from 
whence they had risen, accompanied with great 
commercial reverses, and with every appearance 
of gloom and depression^ succeeding to the ex- 
citement and apparent prosperity which had 
marked the preceding twelvemonth. 

How correct this antecedent reasoning was, 
has been proved by the event. The process by 
which the fall has taken place is simple and 
obvious. 

As applied to goods— -an overwhelming im- 
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portatioQ and conseqaeat aecumalation of stock, 
aad, at the same time, a diminished export; 
most articles having risen beyond the price 
which the foreign consumer could pay for them. 

As applied to the funds, or public securities, 
of this country*— *a rise in the rate of interest, 
occasioned by circumstances which have been 
already explained. 

As applied to shares in the new schemes — a 
more accurate appreciation of a greater outlay 
and of smaller returns than had been befpre an- 
ticipated, and a limitation of the demand for in^ 
vestment in them to such persons only as could 
afford to depend upon remote contingencies for 
an income : above all, a general deficiency of 
means among the subscribers to pay up the 
succeeding instalments, as they relied, for the 
most part, upon a continued rise to enable them 
to realize a profit before another instalment, or 
upon the same facility as had before existed, 
of raising money for the purpose at a very low 
rate of interest. 

As applied to foreign loans — the absence of 
security for some of them, and the rise of the 
rate of interest in this country, which has the 
same depressing effect upon all of them. 

In these, and in all other cases, in which a 
great reduction of nominal value has taken 
place, an inversion of every step, by which it 
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has been shewn » that the rise of prices and the 
fall in the rate of interest, became both the cause 
and the eflfect of the great enlargement of the 
drcukting mediaro, will account for a fall of 
prices* and a rise in the rate of interest f , as 
being both the cause and the effect of the con- 
traction of the circulating medium* 

There is another circumstance. which always 
attends a great fall of prices, and which tends, 
for a time, to reduce the circulation of private 
paper, even below the amount which existed 
before the factitious rise, viz., commercial 
failures, which, when occurring to a great ex- 
tent, occasion a general distress, and diffi- 
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culty in obtaining credit, even in the course of 
ordinary mercantile business^. This is the 
natural and necessary efiect of the reaction 
from a previous speculative rise of prices, 
which had been accompanied by an enlarge* 
ment of the circulation, through the medium of 
mercantile paper and credit. But in the pre«- 
sent instance, the contraction of the currency 
has been aggravated by the peculiarly slender 
means with which a great part of the private 
banking establishments in England have been 
conducted. The issues of many of these banks 
had been enormously extended, without any 
adequate reserve of available funds to meet such 
sudden demands as it is of the very essence of 
the principles of banking to contemplate and 
provide for. It appears, by the disclosures 
arising out of the late disastrous and unprece- 
dentedly numerous failures, that several of the 
banks had been for some time before, insolvent, 
and had been kept afloat merely by the confi- 
dence of their customers^ and the facilities of 
the money-market, which had accompanied 
the increase of the Bank of England issues 
during the high prices. The first breath of 

* It is this effect of a fall of prices, which sometimes 
admits (and has done so in the recent fall) of the Bank 
of England keeping up the amount of its issues consis- 
tently with a recovery of the exchanges. 
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suspicion, and the smallest reduction of their 
accustomed accommodation was sufficient to 
sweep away this description of circulation of 
paper. It has been discovered, moreover, that 
several of the country banks, which were 
solvent, as far as related to the power of event«- 
ually liquidating their engagements, had not 
been conducted on correct banking principles, 
having either no reserve at all, or a very in^ 
adequate one in an available and immediately 
convertible form. 

Some, too, of the London banks had carried 
on an extensive business with very insufficient 
available resources, and were, therefore, liable 
to be run upon on the occurrence of any general 
discredit. One of the most considerable of 
these, after struggling through difficulties for 
upwards of a week, stopped payment early 
in December. The notoriety of these diffi- 
culties in the first instance, and the eventual 
failure, diminished the resources of the country 
connexions of this firm, and such of them as 
had not independent ample and immediately- 
convertible funds, were under the necessity 
of suspending their payments ; thus adding 
to the alarm which was already prevalent. 
The consternation now became general, not 
only among the holders of local notes, but 
among depositors, as well in the metropolis 
as in the country. There was, in conse- 
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quence, a severe run upon several of the London 
bankers, of whom three or four, besides the 
one before alluded to, suspended their pay- 
ments. The panic was then at its height; 
nearly seventy banks, in town and country, sus- 
pended their payments in the course of the 
single month of December last. Bank of 
England notes and gold were almost the only 
medium which would then be accepted in 
payment throughout the country; but Bank 
of England notes, where even they were 
taken as readily as gold, could not supply 
the chasm created by the discredit of the local 
paper, since the bank had ceased to issue one- 
pound notes; gold, therefore, was required 
specifically for this as well as for the more 
general purposes of meeting the demand from 
want of confidence in the paper. The drain 
upon the bank coffers for gold, for internal 
purposes, was, from these causes, so great, 
that, following a previous drain for exportation, 
^doubts were entertained whether cash pay- 
ments could be continued. Happily, the public 
escaped the calamity of a second suspension. 
The contraction which had taken place in the 
circulating medium, by the destruction of 
nearly all the country paper, and the cessation 
of almost all transactions on credit, and the 
detention of sums for the purpose of increased 
reserves by bankers and others, was greater. 
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perhaps, than had ever before occurred, not-* 
withstanding that an enlarged issue of Bank of 
England notes had been made through the 
medium of extended discounts of mercantile 
bills ; and this contraction was at length effec- 
tual in occasioning an influx of gold sufficient 
to place the bank out of immediate danger. In 
the mean time it had issued a few one- pound 
notes, to supply the urgent wants of the 
country circulation. 

Under the circumstances which I have here 
very hastily and imperfectly sketched, a me- 
lancholy exemplification has been afforded of 
the mode in which extremes produce their op- 
posites; in which unbounded confidence, and 
all the delusion of unfounded anticipation, have 
been succeeded by distrust and dismay. 

To the great facility which only a few 
months before had been experienced by. specu- 
lators, projectors, and adventurers of every 
kind, in raising whatever sums they might re- 
quire at the shortest notice, and at a low rate 
of interest, on securities of goods, on mortgages, 
or on bills of whatever length of date, or on 
mere personal credit, the most signal contrast 
was exhibited, of an utter inability to raise 
money upon any but the best and most con- 
vertible securities. Goods became unsaleable, 
beyond the immediate and urgent wants of the 
consumers, so that the stocks which are usually 
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held in anticipation of demand, were wholly un- 
available to meet the pecuniary engagements of 
the holders. Thus many merchants having 
accepted bills for only half the invoice amount 
of wool, cotton, and silk, coming to their con- 
signment, were unable to realize even that half 
by sales, or by advances on the security of the 
bill of lading : and not only no further advances 
could be obtained by way of loan on the secu- 
rity of goods, but the advances already made 
were peremptorily called in. Advances on 
mortgage, owing to the usury law* were, 
wholly out of the question. From the same 

* The operation of the usury law may be distinetly traeed 
in a great aggravation of the distress among merchants and 
bankers during that critical period. Had it not been for 
that preposterous law, many individuals would, in all proba- 
bility have been enabled to obtain immediate relief, by getting 
bills, which were not within the bank time, discounted at 
seven or eight per cent. ; but those who would have lent on 
thaft kind of security, if not limited to five per cent., naturally 
directed their disposable capital to such modes of invest- 
ment as admitted of their realizing a larger interest without 
coming under the operation of that law. Thus numbers who- 
would gladly have given an advanced rate of eight or ten 
per cent., were driven by an enactment which was absurdly 
intended as a protection to them, to sell stock or goods at a 
loss <^f twenty or thirty per cent, for cash, compared with 
the price for time. For it is a matter of notoriety that ex- 
tensive sales were actually made of stock, at that difference ; 
and it is within my own knowledge that sales of goods for 
immediate money, were made at a still greater sacrifice. 
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cause, viz. 9 the value of the use of monied 
capital having risen beyond the rate of five per 
cent., which has been imposed by law as the 
maximum, no bills, however good in point of se- 
curity, were convertible, which had longer to 
run than ninety-five days, and which did not 
come within the forms prescribed by the bank, 
as the rule of its discounts. The difierent shop- 
keepers, retail tradesmen, and small farmers, 
having taken in payment, in the course of their 
dealings, the notes of the country banks which 
subsequently failed, were prevented from 
making their payments within the stipulated 
periods, to the manufacturers and wholesale 
dealers ; and these, consequently, were unable 
to fulfil their engagements, or discharge their 
acceptances to the importing merchants. • 

It would be an endless task to attempt to 
follow all the steps by which disappointment 
and loss and insolvency, have, at the close of 
1825, followed the brilliant hopes, the reputed 
gains, and the unlimited credit, which charac- 
terized the early part of the year. SuflKce it to 
say, that these contrasts, inadequately as they 
are here exhibited, serve to illustrate the pro- 
cess, by which, I have endeavoured to shew, 
that the factitious increase of a medium of paper 
and credit, raising the prices of commodities 
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and of the public fiinds above the level which 
the metallic basis of the currency can support, 
must be succeeded, not only by a destruction of 
all that artificial medium, but by a^ temporary 
contraction of the circulation below the level 
from which that enlargement took place, and by 
a fall of prices to a rate, in some instances, 
below that from which they had advanced. 
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SECTION III. 

Upon the Regulation of the Bank Issues. 

From the cursory view which I have given of 
the circttinstances connected with these fluc^ 
tuations, I am inclined to think that there were 
causes in operation, which, without any increase 
in the amount of Bank of England notes, would 
have created a speculative rise of prices, 
above the level which the proportion between 
the supply and the rate of consumption really 
warranted. There might likewise have existed 
some part of the disposition to hazardous adven- 
ture, which has been exhibited in the forming 
of new projects, and in the trade in shares. 

Fluctuations, to a greater or less extent, are 
inseparable from the course of commercial 
affairs. The business of production, or supply, 
proceeds wholly upon anticipation; it is de- 
pendent on the seasons, and on an endless 
variety of casualties ; while consuniption, or 
demand, may be influenced by changes of 
habit, fashion, legislative enactments, and by 
political events. The contingencies which may 
excite a spirit of speculation and enterprise on 
the one hand, and disappoint expectation and 
defeat calculation on the other, are therefore 
almost innumerable. 
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But assuredly, that is a most vicious system 
of currency, which instead of mitigating, aggra- 
vates the evils that attend all violent fluctu- 
ations. Such, however has been the system 
of our currency. We have seen that precisely 
at the time at which there ought to have been 
a contraction, there was an extension of the 
Bank of England issues, increasing, both directly 
and indirectly, the mass of the circulation, and 
promoting the extravagant speculations which 
have so distinguished the period under con- 
sideration. Seeing this, we are naturally led 
to inquire upon what system the directors have 
proceeded, in enlarging their issues coinci- 
dently with a tendency from other causes, 
to a speculative rise of prices ; when such an 
enlargement of the circulation would neces- 
sarily extend the range of the rise, and by 
entailing the necessity of a contraction, would 
increase the violence of the ultimate falK 

The:constant language of the bank directors, 
during the restriction, as appears by their 
evidence before the Bullion Committees of 1810 
and 1819, was, that the criterion by which they 
judged of the proper amount of their issues, 
was the greater or less demand for discount, 
upon bond fide bills, at the legal rate of 
interest^ mar., five per cent. Consistently with 
this criterion, the inference is clear, that 
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when, even after a redaction of the rate 
of the bank discount to four per cent., there 
was a very small demand for discounts, and the 
market-rate of interest was declining, the cir- 
culation might be considered as sufficiently full, 
and that, if it did not require contraction, it did 
not at least admit with propriety of increase. 

There was, however, not only an absence of 
demand for discounts at five, or even at four per 
cent., but there were other general appearances, 
which I have before alluded to, of a fulness of 
the circulation of paper. These appearances 
which might' have given rise to suspicion and 
precaution, on the part of those who had the 
regulation of the main sources of the supply of 
paper, were converted into a certainty in 1824, 
and the first three months of 1825 : and yet 
this last period was, as we have seen, that, in 
which the utmost extent of issues was main- 
tained. 

It may, however, 'be said, that the price of 
gold ought to be the only guide to the direc- 
tors in regulating their issues ; and judging 
by this test, the price having been mostly 
at 31. Ms. 6d., and never having exceeded 
3/. 17«. 10|d, it may be contended that there 
has been no symptom of excess. But those who 
urge this objection, neglect the consideration 
that, since the passing of Mr. Peel's Bill, which 

F 2 
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has removed all obstruction whatever to the 
exportation of coin, the market-price cannot 
exceed the mint-price of gold, as long as the 
bank is solvent, for so long will coin be de- 
manded from the bank in preference to buy- 
ing bullion at the smallest advance upon the 
mint-price of 3/. 17^. lO^d. per ounce. It was 
only the legal disqualification of the coin for 
purposes of export, or injudicious purchases by 
the bank, which could, before 1 797, have ad- 
mitted of bullion being sold above the mint- 
price. 

The only test of excess, therefore, is the 
tendency to an efflux of the metals ; in other 
words, the exchanges. 

I have before stated what were the indi- 
cations of the exchanges in the spring of 1824. 
I have mentioned that; an efflux of the metals 
to South America was then taking place, and 
that there was reason to * believe that several 
remittances of bullion had been made to the 
Continent, even whilst the exchanges were 
nominally at, or above, par ; but in July, 
1824, there was a considerable decline in 
the Continental exchanges, and an evident 
efflux of gold. Here, then, was a warning not 
to be mistaken, even supposing the amount of 
the circulation justifiable down to that time. 
But instead of attending to this infallible cri- 
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terion of excess, the directors made, at that 
precise time, the great increase to their issues, 
compared with the preceding January, which 
has been stated in the previous section, when a 
drain upon their treasure had. actually begun. 
Down to the beginning of April, 1825, the 
period to which the latest returns of the Stamp 
Office reach, there was no diminution of bank- 
notes in circulation. The comparative amount 
stood thus: — 

April 5, 1823 ..... £16,845,840 
April 2, 1825 20,328,979 

Even in March last, some of the evils which 
were impending, and have since burst upon 
us, might have been averted. A resolute 
reduction of the bank circulation, and an 
advance of its rate of discount to five per 
cent, might, at that time, have done some- 
thing at least in putting the country on its 
guard. Such a contraction might, indeed, 
have hastened the fall of prices, but it would 
have prevented, or at least abated, the further 
efflux of gold, and the necessity for so great 
and violent a contraction of the circulating 
medium, as has since taken place. A diminu- 
tion of the bank issues, was, moreover, called 
for at that time, merely as a measure of pre- 
caution against the contingency of a bad har- 
vest, which, by opening the ports for corn. 
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quence, a severe run upon several of the Londoii 
bankers, of whom three or four, besides the 
one before alluded to, suspended their pay- 
ments. The panic was then at its height; 
nearly seventy banks, in town and country, sus- 
pended their payments in the course of the 
single month of December last. Bank of 
England notes and gold were almost the only 
medium which would then be accepted in 
payment throughout the country; but Bank 
of England notes, where even they were 
taken as readily as gold, could not supply 
the chasm created by the discredit of the local 
paper, since the bank had ceased to issue one- 
pound notes; gold, therefore, was required 
specifically for this as well as for the more 
general purposes of meeting the demand from 
want of confidence in the paper. The drain 
upon the bank coffers for gold, for internal 
purposes, was, from these causes, so great, 
that, following a previous drain for exportation, 
^doubts were entertained whether cash pay- 
ments could be continued. Happily, .the public 
escaped the calamity of a second suspension.. 
The contraction which had taken place in the 
circulating medium, by the destruction of 
nearly all the country paper, and the cessation 
of almost all transactions on credit, and the 
detention of sums for the purpose of increased 
reserves by bankers and others, was greater. 
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perhaps, than had ever before occurred, not-' 
withstanding that an enlarged issue of Bank of 
England notes had been made through the 
medium of extended discounts of mercantile 
bills ; and this contraction was at length effec- 
tual in occasioning an influx of gold sufficient 
to place the bank out of immediate danger. In 
the mean time it had issued a few one*pound 
notes, to supply the urgent wants of the 
country circulation. 

Under the circumstances which I have here 
very hastily and imperfectly sketched, a me- 
lancholy exemplification has been afforded of 
the mode in which extremes produce their op- 
posites; in which unbounded confidence, and 
all the delusion of unfounded anticipation, have 
been succeeded by distrust and dismay. 

To the great facility which only a few 
months before had been experienced by specu- 
lators, projectors, and adventurers of every 
kind, in raising whatever sums they might re- 
quire at the shortest notice, and at a low rate 
of interest, on securities of goods, on mortgages, 
or on bills of whatever length of date, or on 
mere personal credit, the most signal contrast 
was exhibited, of an utter inability to raise 
money upon any but the best and most con- 
vertible securities. Goods became unsaleable, 
beyond the immediate and urgent wants of the 
consumers, so that the stocks which are usually 



62 

held in anticipation of demand, were wholly un- 
available to meet the pecuniary engagements of 
the holders. Thus many merchants having 
accepted bills for only half the invoice amount 
of wool, cotton, and silk, coming to their con- 
signment, were unable to realize even that half 
by sales, or by advances on the security of the 
bill of lading : and not only no further advances 
could be obtained by way of loan on the secu- 
rity of goods, but the advances already made 
were peremptorily called in. Advances on 
mortgage, owing to the usury law* were, 
wholly out of the question. From the same 

* The operation of the usury law may be distinetlj traced 
m a great aggravation of the distress among merchants and 
bankers during that critical period. Had it not been for 
that preposterous law, many individuals would, in all proba- 
bility have been enabled to obtain immediate relief, by getting 
bills, which were not within the bank time, discounted at 
seven or eight per cent. ; but those who would have lent on 
thaft kind of seourity,' if not limited to five per cent., naturally 
directed their disposable capital to such modes of invest- 
ment as admitted of their realizing a larger interest without 
coming under the operation of that law. Thus numbers who- 
would gladly have given an advanced rate of eight or ten 
per cent., were driven by an enactment which was absurdly 
intended as a protection to them, to sell stock or goods at a 
loss <^f twenty or thirty per cent, for cash, compared with 
the price for time. For it is a matter of notoriety that ex- 
tensive sales were actually made of stock, at that difference ; 
and it is within my own knowledge that sales of goods for 
immediate money, were made at a still greater sacrifice. 
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cause, vk.s the value of the use of monied 
capital having risen beyond the rate of five per 
cent., which has been imposed by law as the 
maximum, no bills, however good in point of se- 
curity, were convertible, which had longer to 
run than ninety-five days, and which did not 
come within the forms prescribed by the bank, 
as the rule of its discounts. The difierent shop- 
keepers^ retail tradesmen, and small farmers, 
having taken in payment, in the course of their 
dealings, the notes of the country banks which 
subsequently failed, were prevented from 
making their payments within the stipulated 
periods, to the manufacturers and wholesale 
dealers ; and these, consequently, were unable 
to fulfil their engagements, or discharge their 
acceptances to the importing merchants. • 

It would be an endless task to attempt to 
follow all the steps by which disappointment 
and loss and insolvency, have, at the close of 
1825, followed the brilliant hopes, the reputed 
gains, and the unlimited credit, which charac- 
terized the early part of the year. Suflice it to 
say, that these contrasts, inadequately as they 
are here exhibited, serve to illustrate the pro- 
cess, by which, I have endeavoured to shew, 
that the factitious increase of a medium of paper 
and credit, raising the prices of commodities 
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quence, a severe run upon several of the London 
bankers, of whom three or four, besides the 
one before alluded to, suspended their pay* 
ments. The panic was then at its height; 
nearly seventy banks, in town and country, sus- 
pended their payments in the course of the 
single month of December last. Bank of 
England notes and gold were almost the only 
medium which would then be accepted in 
payment throughout the country; but Bank 
of England notes, where even they were 
taken as readily as gold, could not supply 
the chasm created by the discredit of the local 
paper, since the bank had ceased to issue one- 
pound notes; gold, therefore, was required 
specifically for this as well as for the more 
general purposes of meeting the demand from 
want of confidence in the paper. The drain 
upon the bank coffers for gold, for internal 
purposes, was, from these causes, so great, 
that, following a previous drain for exportation, 
^doubts were entertained whether cash pay- 
ments could be continued. Happily, .the public 
escaped the calamity of a second suspension. 
The contraction which had taken place in the 
circulating medium, by the destruction of 
nearly all the country paper, and the cessation 
of almost all transactions on credit, and the 
detention of sums for the purpose of increased 
reserves by bankers and others, was greater. 
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perhaps, than had ever before occurred, not-> 
withstanding that an enlarged issue of Bank of 
England notes had been made through the 
medium of extended discounts of mercantile 
bills ; and this contraction was at length effec- 
tual in occasioning an influx of gold sufficient 
to place the bank out of immediate danger. In 
the mean time it had. issued a few one- pound 
notes, to supply the urgent wants of the 
country circulation. 

Under the circumstances which I have here 
very hastily and ipaperfectly sketched, a me- 
lancholy exemplification has been afforded of 
the mode in which extremes produce their op- 
posites; in which unbounded confidence, and 
all the delusion of unfounded anticipation, have 
been succeeded by distrust and dismay. 

To the great facility which only a few 
months before had been experienced by. specu- 
lators, projectors, and adventurers of every 
kind, in raising whatever sums they might re- 
quire at the shortest notice, and at a low rate 
of interest, on securities of goods, on mortgages, 
or on bills of whatever length of date, or on 
mere personal credit, the most signal contrast 
was exhibited, of an utter inability to raise 
money upon any but the best and most con- 
vertible securities. Goods became unsaleable, 
beyond the immediate and urgent wants of the 
consumers, so that the stocks which are usually 
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But assuredly, that is a most vicious system 
of currency, which instead of mitigating, aggra- 
vates the evils that attend all violent fluctu- 
ations. Such, however has been the system 
of our currency. We have seen that precisely 
at the time at which there ought to have been 
a contraction, there was an extension of the 
Bank of England issues, increasing, both directly 
and indirectly, the mass of the circulation, and 
promoting the extravagant speculations which 
have so distinguished the period under con- 
sideration. Seeing this, we are naturally led 
to inquire upon what system the directors have 
proceeded, in enlarging their issues coinci- 
dently with a tendency from other causes, 
to a speculative rise of prices ; when such an 
enlargement of the circulation would neces- 
sarily extend the range of the rise, and by 
entailing the necessity of a contraction, would 
increase the violence of the ultimate falL 

The:constant language of the bank directors, 
during the restriction, as appears by their 
evidence before the Bullion Committees of 1810 
and 1819, was, that the criterion by which they 
judged of the proper amount of their issues, 
was the greater or less demand for discount, 
upon bond fide bills, at the legal rate of 
interest^ viz., five per cent. Consistently with 
this criterion, the inference is clear, that 
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when, even after a redaction of the riate 
of the bank discount to four per cent., there 
was a very small demand for discounts, and the 
market-rate of interest was declining, the cir- 
culation might be considered as sufficiently full, 
and that, if it did not require contraction, it did 
not at least admit with propriety of increase. 

There was, however, not only an absence of 
demand for discounts at five, or even at four per 
cent., but there were other general appearances, 
which I have before alluded to, of a fulness of 
the circulation of paper. These appearances 
which might* have given rise to suspicion and 
precaution, on the part of those who had the 
regulation of the main sources of the supply of 
paper, were converted into a certainty in 1824, 
and the first three months of 1825 : and yet 
this last period was, as we have seen, that, in 
which the utmost extent of issues was main- 
tained. 

It may, however, ' >be said, that the price of 
gold ought to be the only guide to the direc- 
tors in regulating their issues ; and judging 
by this test, the price having been mostly 
at 3/, 17^. 6d., and never having exceeded 
3/. 17«. I0|d., it may be contended that there 
has been no symptom of excess. But those who 
urge this objection, neglect the consideration 
that, since the passing of Mr. Peel's Bill, which 
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has removed all obstruction whatever to the 
exportation of coin, the market-price cannot 
exceed the mint-price of gold, as long as the 
bank is solvent, for so long will coin be de- 
manded from the bank in preference to buy- 
ing bullion at the smallest advance upon the 
mint-price of 3/. 17«. \0\d. per ounce. It was 
only the legal disqualification of the coin for 
purposes of export, or injudicious purchases by 
the bank, which could, before 1 797, have ad- 
mitted of bullion being sold above the mint- 
price. 

The only test of excess, therefore, is the 
tendency to an efiBux of the metals ; in other 
words, the exchanges. 

I have before stated what were the indi- 
cations of the exchanges in the spring of 1824. 
I have mentioned that - an efflux of the metals 
to South America was then taking placed and 
that there was reason to * believe that several 
remittances of bullion had been made to the 
Continent, even whilst the exchanges were 
nominally at, or above, par ; but in July, 
1824, there was a considerable decline in 
the Continental exchanges, and an evident 
efflux of gold. Here, then, was a warning not 
to be mistaken, even supposing the amount of 
the circulation justifiable down to that time. 
But ' instead of attending to this infallible cri- 
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teiion of excess, the directors made, at that 
precise time, the great increase to their issues, 
compared with the preceding January, which 
has been stated in the previous section, when a 
drain upon their treasure had actually begun. 
Down to the beginning of April, 1825, the 
period to which the latest returns of the Stamp 
Office reach, there was no diminution of bank- 
notes in circulation. The comparative amount 
stood thus: — 

April 5, 1823 £16,845,840 

April 2, l&f25 ..... 20,328,979 

Even in March last, some of the evils which 
were impending, and have since burst upon 
us, might have been averted. A resolute 
reduction of the bank circulation, and an 
advance of its rate of discount to five per 
cent; might, at that time, have done some- 
thing at least in putting the country on its 
guard. Such a contraction might, indeed, 
have hastened the fall of prices, but it would 
have prevented, or at least abated, the further 
efflux of gold, and the necessity for so great 
and violent a contraction of the circulating 
medium, as has since taken place. A diminu- 
tion of the bank issues, was, moreover, called 
for at that time, merely as a measure of pre- 
caution against the contingency of a bad har- 
vest, which, by opening the ports for corn. 
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when, even after a redaction of the r&te 
of the bank discount to four per cent*, there 
was a very small demand for discounts, and the 
market-rate of interest was declining, the cir- 
culation might be considered as sufficiently full, 
and that, if it did not require contraction, it did 
not at least admit with propriety of increase. 

There was, however, not only an absence of 
demand for discounts at five, or even at four per 
cent., but there were other general appearances, 
which I have before alluded to, of a fulness of 
the circulation of paper. These appearances 
which might' have given rise to suspicion and 
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paper, were converted into a certainty in 1824, 
and the first three months of 1825 : and yet 
diis last period was, as we have seen, that, in 
which the utmost extent of issues was main- 
tained. 

It may, however, be said, that the price of 
gold ought to be the only guide to the direc- 
tors in regulating their issues; and judging 
by this test, the price having been mostly 
at 3/. 17^. 6d., and never having exceeded 
3/. 17«. 10|d, it may be contended that there 
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has removed all obstruction whatever to the 
exportation of coin, the market-price cannot 
exceed the mint*price of gold, as long as the 
bank is solvent, for so long will coin be de- 
manded from the bank in preference to buy- 
ing bullion at the smallest advance upon the 
mint-price of 3/. 17^. 10|(f. per ounce. It was 
only the legal disqualification of the coin for 
purposes of export, or injudicious purchases by 
the bank, which could, before 1 797, have ad- 
mitted of bullion being sold above the mint- 
price. 

The only test of excess, therefore, is the 
tendency to an efflux of the metals ; in other 
words, the exchanges. 

I have before stated what were the indi- 
cations of the exchanges in the spring of 1824. 
I have mentioned that an efflux of the metals 
to South America was then taking place, and 
that there was reason to * believe that several 
remittances of bullion had been made to the 
Continent, even whilst the exchanges were 
nominally at, or above, par ; but in July, 
1824, there was a considerable decline in 
the Continental exchanges, and an evident 
efflux of gold. Here, then, was a warning not 
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the circulation justifiable down to that time. 
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terion of excess, the directors made, at that 
precise time, the great increase to their issues, 
compared with the preceding January, which 
has been stated in the previous section, when a 
drain upon their treasure had actually begun. 
Down to the beginning of April, 1825, the 
period to which the latest returns of the Stamp 
Office reach, there was no diminution of bank- 
notes in circulation. . The comparative amount 
stood thus: — 

April 5, 1823 ..... £16,845,840 
April S, 1825 ..... 20,328,979 

Even in March last, some of the evils which 
were impending, and have since burst upon 
us, might have been averted. A resolute 
reduction of the bank circulation, and an 
advance of its rate of discount to five per 
cent, might, at that time, have done some- 
thing at least in putting the country on its 
guard. Such a contraction might, indeed, 
have hastened the fall of prices, but it would 
have prevented, or at least abated, the further 
efflux of gold, and the necessity for so great 
and violent a contraction of the circulating 
medium, as has since taken place. A diminu- 
tion of the bank issues, was, moreover, called 
for at that time, merely as a measure of pre- 
caution against the contingency of a bad har- 
vest, which, by opening the ports for corn. 
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would inevitably by itself have occasioned a 
great drain on the bank coffers. But the direc* 
tors seem not to have been aware of the pos- 
sibility of danger, until they were on the brink 
of the precipice. 

It still remains that we should inquire more 
accurately into the views which. could induce 
the bank directors to extend their issues at 
such a time, and under such circumstances. 

In all the cases of over-issue by the Bank 
of England, from that of the year 1795 (which 
may, I think, be clearly proved to have been 
the remote cause of the inability of that body 
to meet its engagements in 1797), down to 
the time of the passing of Mr. Peel's Bill, 
one or other of two pleas, has always been 
studiously put forth, not only as a justifica- 
tion, but as a claim of merit. One of these 
pleas is, that the bank has aided the public 
service by advances to government, when the 
state of credit, or a pressure on the money- 
market, rendered a resort to open loans, for 
the whole of the government expenditure, in- 
expedient. The other is, that accommddation 
has been afforded to trade by a liberality of 
discount, when the mercantile interests had no 
other resource to rely upon. On neither of 
these grounds could any ex:tensioii of issues, 
beyond the amount which was consistent with 
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preserving the ^conformity of the paper to it» 
standard, be justified. 

But in the recent instance of the extended is-: 
sues, in 1824 and down to the spring of 1^5, no 
plea of state necessity, nor any pressing demands 
for accommodation to the trade of the country, 
can be urged in defence of the measure. 

It may be true, that the arrangement for the 
disposal of the military and naval pension an- 
nuities could not have been carried into effect 
without the intervention o{ the bank, and tha,t 
the conversion of the four per cents, into three 
and a half per cents, was facilitated by the bank 
undertaking to advance to government between 
five and six millions of the four per cents, paid 
off in October, 1824, which the holders would 
not convert into three and a half per cents., such 
advance to be repaid out of the sinking-fund. 
How far the latter of these measures was justi- 
fiable, if it could not be carried into effect 
without the assistance of the bank, through 
an increased issue of its notes, may fairly be 
questioned. It was not, however, so likely as 
the former, to entail a permanent addition tq 
the circulation, although whatever addition was 
made, in consequence of that operation, could 
hardly fail of being injurious. 

It is the former measure, the purchase of 
the pension annuities, which seems^ as far as 
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can be judged of k, to have been the; oocasioD 
of great part of the over-issue. N€(w» surely, 
if the bank directors had refiised to hazard an 
excess of issues, which would not.be readily 
within their own control, in order to facilitate 
tdiat most absurd financial measure, their objec 
tions could hardly have been overruled by an 
appeal to the pressing exigencies of the state : 
and the public could hardly have thought that 
it would suffer much loss by the bank re- 
using to take any part in the operation^ even 
although, by such, refusal, that notable scheme 
which was neither more nor less than a virtual 
nversion of the ofT&ration of the sinking^fuad, 
had dropped to the ground. Indeed, it is:diffi- 
cult to suppose that ministers, committed as 
they are, and sincerely disposed as I believe 
diem to be, to the preservation of the currency 
on the footing of strict convertibility, would 
have ventured to overrule objections, which 
might have been derived from a view to the 
danger, however remote, of being obliged to 
have recourse to a second suspension of that 
convertibility. 

The true reason for the enlarged issues I 
suspect to have been, that the coffers of the bank 
were, at that time, (the banning of 1823,) sur- 
charged with gold to an inconvenient amount, 
greatly reducing the profits, and rendering doubt- 
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All the pemmnence of the existing rate of divi-* 
dend on bank stoek. To extend its paper, and 
diminish its stock of gold, the following means 
presented themselves >— f 

1. To buy exchequer*bills in the market. 

2. To reduce the rate of mercantile discount. 

3. To adopt new modes of accommodation to 
individuals, in order to induce them to borrow 
at 4 per cent. 

4. >To purchase the pension annuities, of 
which the project offered itself at that time. 

The first of these mmns held, out no sufficient 
inducement ; the rate of interest on excheqtier- 
bills, after the payment of the premium, being 
little above two per cent, per annum. Besides, 
as the bank then professed not to sell exchequer- 
bills, they did not form a readily convertible 
security ; or, if sold, the very emergency re- 
quiring the sale might occasion a difference in 
the premium or an actual discount sufficient to 
defeat the object of getting amf interest. 

The second was tried by a reduction of the 
rate of discount from five to four per cent. ; 
but this reduction taking place after the current 
rate had fallen still lower, was attended with 
little, if any, extension of application for dis- 
counts. The experiment of a still further reduc- 
tion might, indeed, have been made, but in 
order to make it effectual, it might have been 
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necessary to fMish the reduction to a rery low 
rate» which could only have been done with 
safety, by coupling the measure with a notice 
to the public that the rate would in future be 
subject to frequent variation. 

But a variable rate of interest would have 
been very unpalatable to such of the directors 
as stood committed, by their evidence before 
the Bullion Committee, to opinions of a very 
peculiar description, relative to the rate of inte- 
rest ; opinions quite irreconcilable with a mea- 
sure of this kind, and it was probably, there* 
fore, never suggested, and much less ever 
seriously entertained. 

The third was. adopted by the resolution to 
advance money on stock, and on mortgs^, at 
four per cent. The advance of money on stock 
was unobjectionable, if coupled with a limitation 
as to the amount to be advanced to any indivi- 
dual, (such limitation being expedient, for rea- 
sons similar to those for which the amount of 
bills discounted by the bank for particular 
houses, is limited,) and also with a limitation of 
time for the repayn^nt. But this mode was 
not likely to lead, .nor did, in fact, lead to 
any great extension of bank paper^ as long as 
the market-rate of interest was below four per 
cent. ; and soon after the market-rate rose above 
four per cent, the practice was discontinued. 
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The advance of money, on mortgage was a 
measure altogether unjustifiable* The governor 
stated; on the 2^ oj^ S^ember last, that the 
amount so advanced did Aot exceed £1 »400»000. 
This amount however, incwsidecable 9» it may 
seem, forms lio small proportion of that part of 
the bank circulation, which, being over and 
above the advances to government, was that 
alone, through the medium of which it could 
conveniently regulate its issues. To render 
this amount, therefore, likewise inconvertible, 
was at varianee with every sound principle of 
banking. 

The fourth, combining the amount of advance 
to which it pledged the bank*, with its imper- 



* Advances made by the bank against an annuity of 
585,740/., bought by them on the 27|h, Mafcks 1^08, being 
part of 2,800,000/. per a^num, for Ibrty -fwr yiears, in names 
of commissioners, for defraying the chpxge of naval and 
military pensions, as per Act passed 18S2. 
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feet convertibility*, was the most objectionable 
of all the modes enumerated ; but as it 
appeared to facilitate the attainment of the im- 
mediate objects in view, it was too tempting to 
be resisted. It presented the means of invest- 
ing a large sum at a rate of interest somewhat 
beyond the market-rate; and it enabled the 

* It has been said, in favour of this purchase, that the 
annuities were saleable, and that, according to the prices 
of other annuities, they might have been sold at a profit sogn 
after they were taken by the bank. But those who urge 
this justification, do not consider that all speculative pur- 
chases, if made to a large extent, raise the market, and 
appear to afford the means to the speculators of realizing a 
profit: it is only, however, their own purchases which pro- 
duce the rise, and the moment that they attempt to realize, 
particularly if they have bought on credit, they most com- 
monly find that they must submit to a loss. If the bank had 
offered the annuities for sale, with a view to contract its 
issues, the very first step tQwards that object would have 
counteracted itself. The extended issue produced the rise 
in price ; a contraction would, of course, depress it. If, 
however, they were readily convertible, why were they not 
sold, when it is contended that they might have been, and 
when it had become evident that the payments for them 
were likely to lead to an enlargement of issues beyond what 
the circulation could bear? The alternative, therefore, is 
clear, that either the purchase was objectionable, for the 
reasons which I have stated, or that the purchase having 
been made, the annuities ought to have been sold with a 
view to prevent tlie pressure of advance which has since 
been so inconveniently felt. 
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bank to Extend its* issue of paper, and thus to 
get rid of its surplus gold without ^ resorting 
to such : a reduction in the rate of discount as 
would have been requisite to accomplish the 
same ohject. 

f Even if it had been in this view a desirable 
investment, the precaution ought to have been 
taken as soon as the increased issues for pay- 
ments upon the purchase produced an unfavour- 
able effect on the exchanges, to have re-sold 
the annuities, or to have raised the rate of dis- 
count as a means of withdrawing the redundant 
paper. Indeed, in as far as relates to a regu- 
lation of the issues on correct principles, the 
rate of discount ought to have been earlier 
reduced, and again earlier raised. 

One of the great difficulties which the direct- 
ors have experienced in the regulation of their 
issues, has arisen from the uniformity of the 
bank rate of discount, while the market-rate of 
interest has been subject to frequent and some- 
times great variations. The consequence of 
this has been, that when- the market-rate has 
been above the rate charged by the bank, the 
applications for discount have been so nu- 
merous and urgent, that the issues through 
that medium have tended to an excess ; while, 
on the other hand, when the market-rate has 
fallen below the bank-rate, the channel for 
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keeping up the circulation of paper through the 
medium of discount, seems almost wholly to 
have failed. Thus, before the restriction on 
cash payments, the range was from 3-|- to ^, 
according to the scale which is inserted in 
the Appendix^. And, during the restriction, 
the amount of discounts is known to have 

* The amount of .discounts, as well as of the cash and 
hullion in the coffers of the bank, has hitherto been studi- 
ously kept by the directors from the view of the public. 
Hiey were, indeed, obliged to fiimiBh to the Parliamentary 
Committees in 1797, 1810, and 1819, aome data upon which 
to form an opinion of the degree of v-ariation which had 
occurred under the above heads, but this information was 
given in as mysterious a form as possible; viz», that of a 
scale. The scale which was given in to the Lords' Com- 
mittee of Secrecy in 1797, transpired and appeared in some 
of the newspapers of that period. In the Monthly Maga^ 
zine for October 1797, that scale was published, together 
with a key by which it was solved. The reasoning from 
which that key was derived seems to be conclusive. At any 
rate the solution must be so near the truth as to be sufficient 
for all purposes of general inference. The statements con** 
nected with this scale were copied into Mr. Allardyce's 
booik on the Bank AEw^ in 1798, and I have not, on any 
occasion, heard their general correctness called in question : 
I, therefore, assume that they are accurate in the main, and 
as I have occasion in the course of this discussion to re- 
fer to them, I insert them in the Appendix D., with an 
additional table, in which I have applied that key;to the 
solution of tach part of jthe^c^le as was not already c(»n^ 
poted into money. 
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varied very considerably. In 1810, the notes 
issued through that medium, must have 
formed a very large proportion of the whole 
circulation : while there is reason to believe 
that they fell off in 1817 to a most insignifi- 
cant amount. It must be evident, therefore, 
that unless there was a compensation in the 
amount of the bank issues through other 
channels than those of advances to individuals 
by way of discount or loan, there must occa- 
sionally have been. an enormous variation in the 
amount of the circulation of its notes. The only 
other channels are those of advances to govern- 
ment (or what would come to the same thing, 
the purchase of government securities), and the 
purchase of bullion. Supposing therefore that 
the advances to government, or repayments 
from it, do not coincidently in point of time, 
counterbalance in amount the great occasional 
variations of the amount of issues through the 
medium of discount, there must be a conre- 
spending variation either in the amount of notes 
in circulation, or in the amount of treasure in 
the coffers of the bank. 

But, it has so happened that, in some in- 
stances, the advances to government, and the 
repayments by it, instead of being in compen- 
sation of the opposite tendency of the amount 
of issues through the medium of discount, have 
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been in the same direction : and that it should 
be BO, in the majority of instances, is obvious ; 
because, when the market-rate of interest is 
high, there must be an increased disposition on 
the part of government to apply to the bank for 
accommodation ; as, on the other hand, when it 
is low, to take the opportunity of paying off 
previous advances. The only mode of obvi- 
ating the inconvenience hence arising, and of 
regulating the circulation upon correct prin- 
ciples, would have been by frequent, and. 
sometimes, great alterations in the rate of 
discount. 

Of * this influence of the market-rate of dis- 
count compared with the rate charged by the 
bank, on the amount of its issues, the directors 
appear not to have, been aware ; or, if aware, 
not to have acted upon that conviction. From 
1 820 to 1 823, by keeping the rate of discbunt 
above the market-rate, they so reduced the 
amount of their issues through that channel, 
that, as has already been observed, they experi- 
enced a great and inconvenient accumulation 
of gold, for, in fact, they had no other medium 
tiian the purchase of bullion for keeping up 
the numerical amount of their circulation. 
Then, and not till then, when the accumulation 
was nearly as great as it could possibly be, 
and when the market-rate of interest had fallen 
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considerably, did they take any measures for 
reducing the amount of their treasure: But 
they seem to have been perfectly unconscious 
of the violent eflFect virhich the measures they 
did take, were, under the circumstances, cal- 
culated to *have upon the rate of interest; 
and not to have known that when the influx 
of the metals had already reached such a height, 
. there was some danger, lest in appljring a great 
force to prevent more of them from coming in, 
they might not only overpower any tendency 
to a further influx, but occasion too strong a 
tide in an opposite direction. 

There is, in the situation of the Bank of Eng- 
land, in 1789 and 1790, and the measures then 
adopted, and the consequences of them, so 
great a degree of similarity to the more recent 
state of the circulation as connected with that 
establishment, that it may be desirable to 
notice one or two particulars relative to that 
period. 

The advances of the bank to government 

had been reduced from nearly ten millions in 

1782, to little more than seven millions in 1789 

and 1790; and its discounts, which had been 

as high as four millions in 1785, did not exceed 

one million. 

The following is a comparative statement of 

o 
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its treasure, computed from the scale in the 
Appendix, and of its issues of notes : — 

Cash and Bullion. Notes. 

Average of the font quarters. On S5th Feb. 

1789 .... 10,024,000 .... 9,905,240 

1790 .... 10,097,000 .... 10,217,360*. 

This, was a position in which it could not 
suit the bank to remain, seeing that its circula* 
tion of paper was entirely unproductive, or ra- 
ther carried on at the loss of the expense of 
the establishment for conducting that branch of 
its business f . 

* It is not improbable, that some part of this overflow of 
treasure in the bank, was occasioned by thie effOTts df the 
oeuntry banks, which were then greatly increasing in num- 
bers, to extend their paper circulation to the exclusion 
of so much coin. 

t The accumulation of gold in the bank coffers from 
1820 to 1823, has been very generally ascribed to a de- 
termination on the part of the bank directors to buy as much 
gold as they could, with a view to the resumption of cash 
paym^its ; and the fall of general prices which was assumed 
to be the consequence of that absorption of gold by the 
bank) was therefore charged to the operation of Mr. Peel's 
Bill. Now, there appears to be no reason to believe, that Mr. 
Peel's Bill had any more to do with the accumulation of 
gold by the bank in 1821 and 1822, than it had with that iH 
1789 and 1790. In both cases, the same general eau«e 
operated; viz.^ that the bank-rate of discount being kept 
greatly above the market-rate, the power of issuing bank- 
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In order to get out of a situation sodisadvan- 
tageous, the directors were under the necessity 
either of reducing their rate of discount, or of 
extending their advances to government. 

An opportunity for resorting to the latter 
expedient presented itself; and by their advan* 
ces to government, they were enabled, in 1791, 
to increase their issues by about 1,500,000/.* 
Contemporaneously with, or rather preceding, 
this addition to the circulation of the Bank of 
England notes, there was a great increase of 
the issues of the country banks. 

This great factitious increase of nominal mo- 
nied capital coming into competition with the 
pre-existing real monied capitals seeking invest- 
ment, operated in reducing the rate of interest, 
and accordingly the market-rate of discount of 
good bills fell to three per cent. The artificial 
incentive to speculation thus afforded, coincided 

notes, through the medium of advances on mercantile bills, 
was reduced to next to nothing. There was a repayment, 
indeed, by government, of five millions, in pursuance of the 
provisions of Mr. Peel's Bill; but there was likewise a 
repayment of nearly three millicms (a large sum in propor^ 
tion to the whole circulation) in 1786, and it is not at all 
clear that a repajrment would not have taken place since 
1819, although it had not been prescribed by that Bill. 
* Amount of bank-notes in circulation : — 

«5th February, 1790 .... 10,817,360 
£5th February, 1791 .... 11,699,140 
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with circumstances which were of themselves 
calculated to excite a spirit of mercantile enter* 
prise. The consequence was, a very general ex- 
tension of private paper and of transactions on 
credit, operating as cause and effect in a great 
rise in the price of colonial produce, and of 
many other commodities*. While the rise in 
the price of commodities induced an increased 
import and diminished export, the reduction in 
the rate of interest, indicated by the rise in the 
three per cent, consols to 97| in March, 1792, 
forced capital abroad in . the way of extended 
credits to the foreign merchants, and of occa- 
sional investments, even at that time, in foreign 
government funds. There was great extrava- 
gance in the direction of British capital, both at 
home and abroad; and, as invariably is the 
case in times of speculation, the country was, 
both in and out of Parliament, represented to 
be in a state of unexampled prosperity. 

The treasure of the bank then flowed out as 
fast as the directors could wish. The ex- 
changes t fell in the beginning of 1792 suffi- 
ciently to admit of an efflux of bullion. 

* Com was not among the number, as the season happened 
to be abundant. 

t The Hamburg exchange fell to 34«. Sd., and the price 
of foreign gold rose to 4/., and of Spanish dollars to 5j. 5d. 
The reduction, therefore, of the treasure of the bank, from 
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This superfluous paper and credit being 
brought, after an interval of more than twelve 
months of speculation and of artificially-raised 
prices, to the limiting principle of final liquida- 
tion in gold, at its standard value in the rest of 
the world, was swept away at the close of 
1792 and the beginning of 1793. The destruc- 
tion of the redundant and factitious circulation, 
was accompanied by a commercial crisis so 
violent, and in so many points resembling that 
which we have just now experienced, that a re- 
ference to historical notices of it, will, perhaps, 
be read with interest ; and I accordingly insert 
in the Appendix (A) some extracts of such 
notices. 

the computed amount of 9,588,000/. which it stood at in 
September, 1791, to 6,255,000/^, in September, 1792, seems 
to be accounted for by supposing an exportation to that ez« 
tent. The subsequent drain of nearly three millions more in 
the six months following, (the exchanges having then turned 
in our fayour,) appears to have been absorbed into the 
country circulation, to make good the chasm occasioned by 
the, discredit of the local notes. 
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SECTION IV. 

Upon the Difficulty of regulating a Paper Circulation. 

We have seen that one of the great difficulties 
attending the regulation of the bank issues, 
with reference to the proportion of its paper to 
its treasure, has arisen out of the endeavour of 
the directors to preserve a uniform rate of dis- 
count, while the market- rate is liable to great 
fluctuation. But, although the management of 
the circulation of paper by the bank has been, 
according to the view which T have ventured to 
take of it, any thing but judicious, I am pre- 
pared to allow that the regulation of the issues 
of such an establishment as the Bank of Eng- 
land, supplying, as it does the whole of the 
paper circulation of the metropolis, and the 
basis for a large proportion of the paper circu- 
lation of the rest of the kingdom, is a matter 
of great difficulty *. 

* Part of this difficulty arises out of the nature of the 
country bank circulation. The issues of country bank-notes 
seem to be dependent on circumstances not immediately 
under the control of the Bank of England. I have, on a 
former occasion, stated instances, in which there was a con- 
siderable growth of country bank-notes, without any coinci- 
dent, or immediately preceding, increase of Bank of England 
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There is^ indeed, bo much nicety requisite, in 
mgulating a circulation of that kind, and of 
that magnitude,- so as to avoid the danger 
of frequent and great variations in the value 
of the currency, in the rate of interest, and in 
the state of credit, that I have great doubts 
whether any person, or body of persons, would 
be competent to the task ; nay, more, whether 
a system of currency consisting of so large a 
proportion of paper^money, is not of necessity 
liable to great and preponderating evils, — evils 
quite sufficient to outweigh the consideration of 
the cheapness of such a medium of exchange. 

It remains for us to inquire whether the 
bank directors, or any other body of men, can 
have any criterion by which they can decide, 
with accuracy, at any particular period, that 

notes ; and other ixmtanc^ in which there has b^en a coiusi- 
derable reduction of the country circulation, notwithstanding 
an increase of the bank issues. At the same time, we have 
seen, that if, coincidently with circumstances favourable to 
the growth of country paper, the Bank of England should 
increase its issues, the extension of the former will be the 
greater and more rapid ; and the reverse, of course, under 
opposite circumstances. The indirect effects, therefore, as 
weU as the dired effects, on the rate of interest and the 
prices of commodities, of any given enlargenient or contrac- 
tion of the circulation of the Bank of England may be 
greater than might be inferred from the mere difference 
in the numerical amount of its issues. 
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an isBue or a contraction of their paper will or 
will not be exceBsive^ and by which they can 
keep the currency at a uniform value* 

It will be urged that the state of the exchanges 
affords this criterion. 

That the exchanges do indicate excess or 
deficiency in the circulating medium is perfectly 
true, and that such indication of excess existed 
in the summer of 1824, when the bank in- 
creased, instead of diminished, its issues, has 
already been stated. 

But it still is a question, whether the ex- 
changes indicate quickly enough, and with 
sufficient precision, the degree of excess or 
defect of the circulating medium, and the conse- 
quent degree of the tendency of gold to flow out, 
or to flow in, so as to admit of preparation on the 
part of the bank, to counteract that tendency, 
and to proportion the effort to the occasion. 

The facts which have been already referred to, 
connected with the recent state of the circula- 
tion, leave no doubt * that it was in excess, as 

* This expression strikes me upon consideration, to be 
somewhat too unqualified. All that I mean to convey ift, 
that from an attentive observation of the circumstance 
connected with the state of the circulation, there is, in my 
opinion, strong ground of presumption of an excess having 
existed for some months, prior to the summer of 1824, when 
the exchange with Paris, the most delicate of the tests. 
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oompared with the value of gold in the rest of 
the world, for several months before the excess 
was manifested by the exchanges, or by any 
decided efflux of the metals. There was ground 
indeed for precaution on the part of the bank, 
according to the opinions of the directors 
avowed on former occasions, but there was 
none by the generally-acknowledged tests. 

The explanation of the fact of the existence 
of excess, by which I mean, such an enlarge- 
ment of the circulation through the medium of 
paper, as cannot be maintained at a level with 
the value of gold in the rest of the world, to 
which we must eventually conform, appears to 
be this : — 



first indicated such excess. One of the strongest of the 
grrounds for this presumption is, that there was a decided 
increase in the amount of that part of the circulating me- 
dium in this country, which consists of Bank of England 
and country bank notes, and of mercantile paper and credit, 
for nearly a twelvemonth before that period ; while it is 
now in as full proof as the nature of the subject admits of, 
that gold )iad not experienced any diminution of value from 
increased quantity in the rest of the world during that in- 
terval. Another ground for the same inference is afforded 
by the circumstance, that the contraction which has been 
requisite in order to restore the value of the currency, has, 
according to all obvious means of calculation, reduced the 
circulating medium below what it was in the early part of 
1883, from whence the first increase may be dated. 
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The principal medium through which the ex- 
changes are affected, is that of prices. Such of 
these as relate to objects of interchange with 
other countries, if raised beyond the bullion 
prices of those countries, will induce an in- 
creased importation and diminished exportation 
of those commodities. ' But it not unfrequently 
requires an interval of some length, before the 
commodities which are interchangeable with 
other countries are affected by an excess in 
the circulation, in such a degree as to produce 
the effect of increased import, and diminished 
export, ^c.^ ; and even that effect may not im- 
mediately operate on the exchanges. There 
may be counteracting circumstances. The 

* Where a prohibition of import of articles of extensive 
consumption exists, especially when that prohibition extends 
to so important an article as com, an interval of greater 
length may elapse before the level of a currency, which has 
been disturbed by excess, can be restored, than where there 
is a perfect freedom of trs^e. But it is probable that the 
excess could not have taken place at all, and certainly not 
to the same extent, if corn had been importable at a mode- 
rate duty in 1823. The price would not have risen as it 
did, giving occasion, as has been shewn, to an increased cir- 
culation of country paper ; neither would it have been liable 
to the great fall, which, after an interval of famine, is, under 
the present system, inevitable. 

Our corn-laws, therefore, besides all the other evils which 
they produce, aggravate the fluctuations to which the value 
of the currency is liable. 
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excess may have communicated itself in an in- 
creased medium of credit, to the countries with 
which we happen to have the greatest inter- 
change*; and it has so happened, that in some 
remarkable instances this has been the case, as 
in 1S18, and very particularly in 1791. It is 
only upon the final liquidation in gold, of the 
engagements connected with the extension of 
this international circulation of credit, that the 
effect one way or the other upon the exchanges 
is produced; and this effect will be so much 
more violent, as the previous miscalculation 

* The effect of an extended circulation of paper and 
credit in a country like this, in producing while in a state of 
increase, an extension of credit in the places abroad with 
which we haye the most considerable dealings, has hitherto 
been overlooked or not sufficiently attended to. Such exten- 
sion of credit has a temporary influence in raising or main* 
taining the price of commodities abroad, so as to admit ocoa* 
sionally of an increased demand for exports from hence ip 
the face of rising prices ; the demand in this case operating 
as one of the causes of the rise. In more general terms the 
extended credit given in times when confidence prevails, by 
the merchants and manufacturers of this xioantiy to those 
abroad, operates temporarily in reducing the value of the 
currency of those parts. It is this circumstance which com- 
municates the overtrading of this country to places abroad, 
and when the revulsion happens, produces a contraction 
of the circulation there which temporarily diminishes the 
demand for exports from hence, notwithstanding a contrac- 
tion and fall of prices on this «ide« 
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upon the value of the currency has been of 
long duration. 

It is therefore impossible to estimate with any 
approach to exactness, the force and permanence 
of the causes which may produce an influx or 
an efflux of the precious metals» even when the 
direction of the tide has manifested itself ; and 
accordingly the degree of the increase or con- 
traction of the bank issues necessary to coun- 
teract the one or the other, cannot always be 
determined. 

In some instances it has been found that an 
efflux of the metals could not be stopped even by 
a contraction of the bank circulation to an amount 
below that at which it stood before the enlarge- 
ment^ which produced the efflux, was made. 
. The drain, nearly to exhaustion, of the bank 
treasure in 1783, took place, notwithstanding 
the immense proportional reduction of the 
amount of its issues coincidently with the 
progress of that drain of which I here give the 
statement.-^The computed treasure compared 
with the issues stood thus : 







Cash and Ballion computed 






^ 


from the Scale. 


Bank Notes. 


March 


1782 


.... 3,648,000 . . . 


. 9,160,470* 


Oct. 


1782 


. . . . 2,332,000 . . . 


. 6,37 i, 300 


March 


1783 


. . . . 1,261,000 . . . 


. 7,338,230 


Oct. 


1783 


.... 473,000 . . . 


. 5,894,520 



* The amount of bank notes here stated, is extracted from 
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This contraction of the currency was at- 
tendedy as might have been expected, with a 
great rise in the rate of interest ; the best cri- 
terion of which is^ that three per cent, consols 
which had risen in March 1783, immediately 
after the peace, to 68, fell by the close of the 
year to 58, eventually to 54, and continued 
under 60 till September 1785. The omnium 
of a loan concluded in 1783, after having been 
at a premium of upwards of eight per cent, fell 
afterwards to below par. The rate of discount 
on mercantile bills, being limited by law to five 
per cent, affords of course no criterion ; but 
all property yielding a revenue fell so much, as 
to indicate an extraordinary increase in the 

the Appendix to the Report of the Lords' Committee of 
Secrecy in 1797. Of the circulation previous to 1782, I 
have not been able to .find any connected account for an 
uninterrupted series of years. Mr. Samuel Thornton, in his 
evidence before the Lords' Committee in 1819, p. 75, states, 
that in 1779 the amount of notes was 6,000,000, and that 
in 1780 they were increased to 8,400,000. 

It may be worth while here to remark, that assuming the 
above amounts to be correctly stated, an increase 'which 
eventually proves to be an excess, may be in progress for 
some time before it produces such an e£Fect upon the ex- 
changes as to occasion a drain upon the co£fers of the bank, 
for it appears that the amount of treasure was at its medium 
nearly two years later, when there was a still further in- 
crease of notes. 
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rate of interest. '' £very one (says Chalmers, 
in his Estimate, p. 186) must remember how 
impossible it was for individuals to borrow 
money on any security for any premium till 
towards the end of 1784." 

In a subsequent, and more remarkable in- 
stance, viz., from 1795 to 1797, the contrac- 
tion of paper, in order to arrest the progress of 
the drain of gold from the bank, was still 
greater ♦. 

The comparative amount of bank-notes stood 
thus: — 

February 26 . . 1795 ... 12,968,707 
„ . . 1797 . . . 8,167,949 

This contraction, exceeding four millions and 
a half of bank-notes, which reduced the circula- 
tion below the average of what it had been in 
the preceding eight years, was accompanied 
by a great rise in the rate of interest, and 
proved insufficient to avert the catastrophe of 
suspension. The price of the public funds 

* By the following comparatiye statement of the amomit 
of the bank treasure, according to the scale aad coni|«tation 
from it, before referred to« the drain was upwards of six 
millions and a half. 

Attoont of TrecnuTe. 
March 1795 ...... 7,940,000 

Feb. 1797 1,272,000 
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felh as iis well known, in an extraordinary de- 
gree ; but as the fall of the funds, and the rise 
of the market* rate of interest, were connected 
with the political events of that time, no accu- 
rate estimate can be formed of the effect which 
can be distinctly ascribed to the contraction of 
the circulating medium which then took place. 
The bank directors continued, indeed, to dis- 
count at the rate of five per cent., but they took 
only a very limited proportion of the bills 
offered. This limitation was in its operation 
equivalent to a great rise in the rate of in- 
terest*. 

* The circumstances connected with the variations in 
the value of the currency between 1782 and 1797, had 
struck me so forcibly, that it was my intentioli to have ad* 
verted to them in my fonder work. With that view I had 
drawn up a sketch of the reasoning which the facts con*> 
nected with that period suggested to me ; but I was in* 
duced to omit tiie insertion of it^ because to have done 
justice to the argument, required a reference to statements 
and explanations which would have led me further than was 
consistent with my orig^inal plan. I now, however, give in 
the Appendix (A S.), the fragment exactly as it was written 
in 1888, because in that form it id most strictly explanatory 
of the point of view in.whidi I then considered the bank 
restriction as operating on the value of the currency, and 
because it will be equally applicable to correct the very 
erroneous opinions which prevail, as to the exemption of the 
tufreii&y from fluctuations in value, during the interval 
,whick iffim^iately preceded iht bank restriction. 
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If then, under circumstances occasioning a 
drain on the bank coffers, so great a contrac- 
tion, attended with so great a rise in the rate 
of interest, is requisite, it may be inferred from 
analogy, that in order effectually to prevent an 
inconvenient influx under the opposite circum- 
stances, a proportionate enlargement of issues 
and redaction of the rate of interest would be 
necessary. 

But the difficulty is not so much in prevent- 
ing the gold from coming in. as in knowing 
the strength of the tide with which it sets in, 
and the precise level at which its force is likely 
to be spent. In endeavouring to prevent an in- 
flux by increased bank issues, the opposing 
power may be insufficient ; in which case, the 
gold, after having come in, is to be sent back, 
at the hazard of creating too violent an efflux ; 
or, the opposing power may be too forcibly 
applied, and then, not only will the influx be 
prevented, but a drain will be created, which, 
operating by the supposition on a small stock 
of bullion, endangers the complete exhaustion 
of the bank. And, as I have before observed, 
I know of no criterion by which the exact 
degree of the increase of the issues requisite 
can be ascertained. 

For instance, the proportion of enlargement 
in 1821 and 1822 requisite, under such circum- 
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stances, might have been to the extent of five 
or six millions, and this enlargement might 
have been consistent with getting a stock of 
bullion to the amount of one-half of what the 
bank eventually did get, and consistent like- 
wise with not causing any immediate depres- 
sion of the exchanges below par. But, from what 
we have since seen, it is clear that such an in* 
creased amount of paper could not have been 
kept in circulation ; and the necessity for a con- 
traction would have arisen so much earlier and 
more urgently. I say, so much more urgently, 
because, the bank having more paper out and 
less bullion in its cofiers, a larger proportion of 
the contraction must have been effected through 
the medium of the rate of interest, inasmuch as 
less of its paper could be cancelled against the 
demand for gold. It was only in consequence of 
having so large a treasure when the drain com- 
menced in 1824, that the bank was enabled to 
stand the further progress of the run in 1825, 
without a great reduction of its issues; and 
even that proportion of treasure was hardly 
sufficient to place its solvency out of danger. 
It was at last saved from exhaustion only by 
the sudden and unprecedentedly great contrac- 
tion of the whole amount of the currency by 
the failures of the country banks; and a con- 
siderable part of that very contraction was in 

H 
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fact produced through the medium of the great 
rise in the rate of interest, which prevented 
many of the bankers from borrowing to the 
extent to which they had been accustomed, 
and on which they had relied. 

If a great and sudden variation in th^ rate 
of interest* be, as I think it demonstrably is, 
an inevitable effect of extremes such as I have 
described, and such as unfortunately the re- 
vulsion which the commercial part of the com- 
munity is now sufSering proves to be of more 
than barely possible occurrence, there must be 
a proportionate variation, upon every inter- 
mediate degree of enlargement or contraction 
of the circulating medium. 

The result of the preceding reasoning upon 
the regulation of a paper circulation, even with 
a considerable amount of bullion and coin in 
the country to meet emergencies, seems to be 
this: — 

That the exchanges do not always indicate, 

* It is distinctly to be understood, that in speaking of 
the rate of interest as being powerfully aifected by th^ 
regulation of the bank issues, with reference to the state of 
its coffers, I mean only the temporary effect which is pro- 
duced during the progress of the forcible extension or con- 
traction of the paper. When that effect is completed, the 
rate of interest will be the same, whether the value of the 
currency be at a higher or a lower level. 
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until after some interval, more or less* accord- 
ing to circumstances, an excess or deficiency 
in the circulating medium. 

That when the exdianges do indicate an 
excess, or deficiency, they do not indicate 
the force of the tide in which the metals are 
flowing in or out. 

* The interval may be greater or less, ae<K>rdiiig to the 
degree of publicity which attends the issues of Bank of 
England and country bank notes. If any gpreat alteration 
in these should take place, under circumstances which do not 
obyiously require or account for it, the operators on the 
exchanges if they were apprized of it, might anticipate the 
effects which would otherwise be felt only though t^o 
medium of general prices. So upon the occurrence of anjp 
other event which is publicly known, and which may be 
expected ultimately to affect the exchanges, such as a bad 
harvest, or a change in the aspect of politics, the effect is 
anticipated and acted upon. 

It is to be observed, however, that the bufliness of the 
mere exchange operators is confined to the calculation pf 
the profit to be made by the actual state of the exchanges ; 
just as is that of the jobbers on the Stock Exchange to take 
the mere turn of the actual market ; it is not a necessary 
nor even a r^ular part of their business to speculate on 
remote oontii^ncies, and when they do so speculate, they 
are liable occasionally to great miscaleulatioB as to the ulti- 
mate tendency of any given event. 

In the absence, however, of any public ground of antici- 
pation, the rule holds good, that it is through the medium 
of a rise or fall of prices, of objects which are interchange- 
able with other countries, that the exchanges are affected 

H 2 
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That, consequently, the bank-directors have 
no sufficiently accurate criterion by which they 
can regulate their issues, so as constantly to 
preserve the paper circulation at the level which 
a gold circulation would preserve, with respect 
to the currency of the rest of the world. 

That this being the case, when an influx or 
efflux of the metals begins, and when the ne- 
cessity for the enlargement or the contraction 
of the circulation is apparent, such enlargement 
or contraction must be made to a greater ex- 
tent and with more suddenness than would be 
requisite if the circulation were in great part 
or wholly metallic ; and that prices must be 
thus proportionally more affected. 

Lastly, that this alternation of enlargement and 
contraction being made through the medium of 
increased or diminished loans to individuals or 
to government, the immediate effect of such 
alternations is to produce sudden and highly 
inconvenient variations in the rate of interest. 

in a sufficient degree to detennine an efflux or influx of the 
metak ; now it must be quite clear, that an interval, greater 
or les9, must elapse between an alteration in the amount of 
the currency and such an effect upon prices. The utmost 
extent of what I contend for on this point is, that the inters 
Tal may sometimes be, and in the recent instance has been 
of longer duration than was supposed possible by mere spe- 
culative writers; and the effect of international credit in 
prolonging that interval (see note, p. 107) seems to have been 
overlooked altogether. 
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SECTION V. 

Upon the Disadvantages of a Circulation in which Paper is 
in large Proportion compared with the Metals. 

The last Section relates to the difficulty of 
regulating a paper circulation, even with, a 
reserve of coin and bullion as large a.s has or- 
dinarily been kept in circulation, .and in the 
coffers of the bank, in this country. It ap- 
pears to me that the reasoning in that chapter 
may be applied generally, and that it can be 
proved, or rendered highly probable, that the 
value of the currency will be more uniform^ in 
proportion as the quantity of the metals, com- 
pared with the paper in circulation, is larger. 

As these opinions are at variance with the 
plan which was first suggested by Mr. Ricardo, 
and has since been recommended by Mr. 
M'Culloch, to maintain an exclusive paper cur- 
rency convertible into bullion only, and as eyery 
suggestion preceding from those distinguished 
writers is entitled to respectful attention, I 
deem it incumbent upon me to examine, some- 
what in detail, the merits of that plan. 

In Mr. Ricardo's '' Proposals for an econo- 
mical and secure Currency," p. 8, is the follow- 
ing paragraph : — '' Amongst the advaptages of 
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a paper over a metallic circulation, may be 
reckoned^ as not the least, the facility with 
which it may be altered in quantity, as the 
wants of commerce and temporary circum- 
stances may require, enabling the desirable ob- 
ject of keeping money at an uniform value to be, 
as far as it is otherwise practicable, securely 
and cheaply attained." Of the superior cheap- 
ness of paper as a material, there can be no 
doubt, and if there were no counter-balancing 
disadvantages in the fluctuations of value, 
attending the exclusive use of it, this would be 
a sufficient reason for its adoption. 

Mr. M'CuUoch, in his recommendation of 
Mr: Iticardo^s plan, in the article Mtme^y in the 
S^opl. Bmycl. Brit(mn.j gives the following esti- 
mate of the proportion of bullion, which he thinks 
i&ay be sufficient to secure the convertibility 
and the consequent uniformity of the value of a 
given amount of paper.—** By declaring Bank 
of England notes to be a legal tender, and by 
obliging the bank to give bars of bullion to those 
only who made a demand for 1000/. or 30002. it 
is ]!iearly certain that the bank would be able to 
keep twenty^five millions of notes afloat, with 
not more tiian one or two millions of bullion in its 
coffers as dead stock." Here it is assumed as 
nearly certain, that two millions, and, in this 
view, it must consequently be qtdte certain, that 
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five millions of bullion would be sufficient to 
keep in circulation twenty-five millions of 
paper*. 

There would be, under this plan, as I have 
already endeavoured to shew with respect to 
our present system, no inconsiderable difficulty, 
under circumstances favouring an influx of the 
metals, to prevent an accumulation in the 
bank cofiers, beyond the maximum of the 
amount proposed : for Mr. M^Culloch, in the 
same article^ provides that the bank should be 
obliged to buy gold at 3/. 17^. 6d. or 3/. 17^. 
But even admitting^ that by a sufficiently forcible 
reduction of the rate of interest, such an addi^ 
tion may be m^ide to the circulation of paper as 
to stop the influx of gold t» and that there may 

* Mr. Ricardo, in his evidence before the Lards* Com- 
mitfee on Ci»h PaymentB, in 1819, wil^ reference to his pl^n 
of bullion payments, by which he proposed to Jimit the obli- 
gation on the part of the bank to pay notes only of 50/., 60/., 
or 100/. value, or to a number of smaller notes, amounting, 
in the whole, to such a sum, gave it as his opinion, ^* that 
three millions of bullion would, under good management, be 
aaiply sufficient^ uppn 4 napppsition of twenty-four' Bullions 
of Sank of Engird notes in oirculaXUm^T^Minutes of Em." 
dence^ p. 187. 

t When I speak of the circumstances determining an in- 
fliUL of the metals, I mean that there may be large returns 
from abroad, to be made fo^ prjsvious exports from this 
country, at the same time that, owing to good harvest^ of 



104 

not be danger, as well as inconvenience, in the 
attempt ; it is under the opppsite circumstances 
that the greatest disturbance of the currency is 
likely to arise. 

With a bank circulation, then, of twenty-five 
millions upon a reserve of five millions of 
bullion, suppose (no impossible, nor even impro- 
pable case) that, owing to a failure of the crops 
at home, and the consequent necessity of an im- 
pQrta;tion of corn, or to over-tradingof any kind, 
ertra payments abroad, to the amount of seven 
or eight millions, are suddenly required beyond 
the sums due, and immediately available, to this 
country. But in addition to the sudden neces- 
sity for payments for an unusually large importa- 
tion, there may, if it be a period of war, be a 
large expenditure abroad by government, for 
subsidies, or for the pay of its troops ; or, in 
peace, there may be loans or other financial 
operations, such as the conversion of the French 
rentes, or extensive re-coinages abroad, which 
may still further swell the payments to ten 
millions, or upwards. 

Assuming then, that, under these circum- 
stances, extra payments are to be made within 
six or even twelve months, amounting to ten 

corn, or a previous over-supply of imported commodities, 
the demand for the product of other countries is less than 
usual. 
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millions, how, I will as)c, are these payments to 
be made ? I am aware that it is commonly 
argued by the advocates for an exclusive paper 
currency, that foreign payments to any amount 
may be provided, by such a contraction of the 
paper, as will raise the value of the currency 
and depress the prices of commodities, thus 
causing an additional exportation, which witt 
make the payments to the extent required. But 
no explanation is given of the process by which 
such an increased exp6rt of commodities can be 
made with sufficient promptitude to meet the 
exigency, which is sudden and urgent. 

I am ready to admit to the fullest extent that 
can be desired, that the reduced prices in this 
country consequent upon the contraction of the 
paper, will eventually diminish the importation 
and increase the exportation. There is, in fact, 
no difference between the advocates of a paper 
currency and myself, as to the principles by 
which international exchanges are ultimately 
balanced. The only question between us is as 
to the extent of the disturbing causes, for which 
they make little or no allowance, while it is my 
opinion that these may occasionally be of con- 
siderable extent and duration. 

When foreign payments, to the amount above 
assumed, are to be made, the number of re- 
mitters beyond the number of drawers, causes 
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If then, under circumstances occasioning a 
drain on the bank coffers, so great a contrac- 
tion, attended with so great a rise in the rate 
of interest, is requisite, it may be inferred from 
analogy, that in order effectually to prevent an 
inconvenient influx under the opposite circum- 
stances, a proportionate enlargement of issues 
and redaction of the rate of interest would be 
necessary. 

But the difficulty is not so much in prevent- 
ing the gold from coming in, as in knowing 
the strength of the tide with which it sets in, 
and the precise level at which its force is likely 
to be spent. In endeavouring to prevent an in- 
flux by increased bank issues, the opposing 
power may be insufficient ; in which case, the 
gold, after having come in, is to be sent back, 
at the hazard of creating too violent an efflux ; 
or, the opposing power may be too forcibly 
applied, and then, not only will the influx be 
prevented, but a drain will be created, which, 
operating by the supposition on a small stock 
of bullion, endangers the complete exhaustion 
of the bank. And, as I have before observed, 
I know of no criterion by which the exact 
degree of the increase of the issues requisite 
can be ascertained. 

For instance, the proportion of enlargement 
in 1821 and 1822 requisite, under such circum- 



may elapse before the 

'hipmeDts can be made 

lentB. Some increased 

IS, be made to the 

id of these part may 

chants abroad. But 

h business must be 

3ly to be any consi- 

aUEd>te for an emer^ 

lioua to enumerate 

Id be so. I will 

le fall which, by 

suddenly in the 

Id have the efle>ct 

ng the price of 

\ held as stock 

if an increasfid 

And, in point 

lling markets, 

md. Another 



■ad Bpecnlstun, 
uually madfl oa 



98 

fact produced through the medium of the great 
rise in the rate of interest, which prevented 
many of the bankers from borrowing to the 
extent to which they had been accustomed^ 
and on which they had relied. 

If a great and sudden variation in th^ rate 
of interest * be, as I think it demonstrably is, 
an inevitable effect of extremes such as I have 
described, and such as tmfortunately the re« 
vulsion which the commercial part of the com- 
munity is now suffering proves to be of more 
than barely possible occurrence, there must be 
a proportionate variation, upon every inter- 
mediate degree of enlargement or contraction 
of the circulating medium. 

The result of the preceding reasoning upon 
the regulation of a paper circulation, even with 
a considerable amount of bullion and coin in 
the country to meet emergencies, seems to be 
this: — 

That the exchanges do not always indicate, 

* It is distinctly to be understood, that in speaking of 
the rate of interest as being powerfully affected by th^ 
regulation of the bank issues, with reference to the state of 
its coffers, I mean only the temporary effect which is pro- 
duced during the progress of the forcible extension or con- 
traction of the paper. When that effect is completed, the 
rate of interest will be the same, whether the value of the 
currency be at a higher or a lower level. 
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until after some interval, more or less* accord- 
ing to circumstances, an excess or deficiency 
in the circulating medium. 

That when the exchanges do indicate an 
excess, or deficiency, they do not indicate 
the force of the tide in which the metals are 
flowing in or out. 

* The interval may be greater or lees, according to the 
degree of publicity which attends the issues of Bank of 
England and country bank notes. If any great alteration 
in these should take place, under circumstances which do not 
obyiously require or account for it, the operators on the 
exchanges if they were apprized of it, might anticipate the 
effects which would otherwise be felt only tJuough Iko 
medium of general prices. So upon the occurrence of anjp 
other event which is publicly known, and which may be 
expected ultimately to affect the exchanges, such as a bad 
harvest, or a change in the aspect of politics, the effect is 
anticipated and acted upon. 

It is to be observed, however, that the buainees of tke 
mere exchange operators is confined to the calculation pf 
the profit to be made by the actual state of the exchanges ; 
just as is that of the jobbers on the Stock Exchange to take 
the mere turn of the actual market ; it is not a necessaiy 
nor even a regular part of their business to speculate on 
remote contingencies, and when they do sq speculate, they 
are liable occasionally to great miscalculation as to the ulti- 
mate tendency of any given event. 

In the absence, however, of any public ground of antici- 
pation, the rule holds good, that it is through the medium 
of a rise or fall of prices, of objects which are interchange- 
able with other countries, that the exchanges are affected 

H 9 
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create a run, from fears among the holders of 
paper for its eventual convertibility ; and the 
suspension of cash payments would be inevi- 
table. It is in vain to call this a panic, and to 
say that no system of banking can be proof 
against a panic. A panic is an apprehension be- 
yond the occasion ; but in die case supposed, 
there would be just ground for apprehension. 
The only rational foundation for confidence, on 
the part of the public, in a bank, is a knowledge, 
that the reserve is ordinarily of sufficient mag^ 
nitude to serve as a security against casualties 
and emergencies. Now a reserve of one-tenth, 
or even one-fifth, would present no such secu- 
rity, and would naturally lead to the recurrence 
of frequent alarm and periodical suspension. In 
the event, therefore, of a contraction to meet 
foreign payments, the drain would be increased, 
and the effects of the contraction aggravated, 
by the necessity which the bank would be under, 
of suppl3ring bullion to the circulation ; while, 
in the case of a circulation, in which there was 
a large proportion of coin, the effects of a drain 
upon the bank, whether from previous excess or 
from any unusual foreign payments, would ad- 
mit of being counteracted and speedily reme- 
died by supplies of coin from the circulation*. 

* If an amount of bullion, adequate to the purpose of 
making the payment, were in the coffers of the bank, the 
contraction might be less, than if the whole or the greater 
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Of the comparative faciiity with which the 
coffers of a bank which has suffered too great a 
reduction of its reserve by imprudent issues of 
paper may be replenished out of a circulation 
consisting in great proportion of coin, notwith* 
standing a coincident demand for large payments 
abroad, a strong instance is aflforded in the case 
of the Bank of France, in 1817 and 1818. The 
drcumstance is thus stated in Mr. Baring's 
evidence, in March 1819. (Vide Report of Lords* 
Committee on the Resumption of Cash Payments, 
p. 103.) Speaking of a drain which that bank 
had experienced, he days :-^'' Their bullion was 
reduced, by imprudent issues, from 117 millions 
of francs to 34 millions of francs, and has re* 
turned, by more prudent and cautious measures^ 
to 100 millions of francs, at which it stood ten 
days ago, when I left Paris. This considerable 
change took place since the first week in No* 
vember, when the amount of specie in that bank 
was at its lowest. It must, however, be always 
recollected that this operation took place in a 
country^ every part of the circulation of which 

part were to be taken from the coin in circulation. But as 
it might happen that when the occasion for a sudden pay- 
ment should arise, the treasure in the coffers of the bank 
might be below its average amount, there would be no secu- 
rity against their exhaustion, unless the circulation were 
abundantly supplied with coin. 
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is saturated with specie, and, therefore, no in- 
ference can be drawn in favour of the possibility 
of so rapid an operation in this country, where, 
owing to the absence of specie in circulation, 
the supply must entirely come from abroad ; for 
in Paris, though some portions may have come 
from foreign countries, the great supply must 
undoubtedly have come through all the various 
small channels of circulation through that 
kingdom." 

Again, in the same Evidence, p. 105 : — 
** Q. Has not France, after two years of great 
scarcity in corn, and two years of foreign con- 
tribution, been able to contribute a proportion 
of the precious metals to the wants of Russia 
and Austria? 

^' A. Undoubtedly, the precious metals have 
been supplied from France to Russia and 
Austria, and shipped, to a considerable amount, 
to America, notwithstanding the payments to 
foreign powers, and very large payments for 
imported corn, whilst, at the same time, wine 
having almost totally failed for several years 
past, they were deprived of the most essential 
article of their export." 

And, in reference to these payments, in the 
preceding answer, Mr. Baring states, that they 
** produced no derangement whatever of the 
circulation of that country (France)." 
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It may not be unimportant further to remark^ 
that the state of the currency in France, ever 
since the suppression of the assignats, appears to 
be decisive of the great advantages attending a 
metallic circulation, in times of political diffi- 
culty and danger. On no one great occasion 
did her efforts appear to be paralyzed, or even 
restricted, by any derangement of the currency; 
and in the two instances of her territory being 
occupied by an invading army, there does not 
appear to have been any material fluctuation in 
its value. 

To this facility of resource, and exemption 
from great disturbance of the currency, arising 
out of a large circulation of coin, the derange- 
ment which took place in the currency of the 
United States of America, very soon after the 
breaking out of the last war with this country, 
presents a striking contrast. Upon the first pres- 
sure of financial difficulty, nearly all the banks, 
notwithstanding the utmost efforts to contract 
their paper, suspended their payments in specie. 
And this circumstance was not only felt, in 
greatly embarrassing the government of that 
country in its operations during the remainder 
of the war, but entailed a very unsettled state; 
of the currency for some years after the termi- 
nation of hostilities. 

It would appear, therefore, that a currency, 

I 
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consisting chiefly of paper, requires a much more 
violent degree of contraction to meet the occa- 
sional emergencies of sudden payments, than is 
necessary in a circulation containing a large 
proportion of coin ; and that there are emergen* 
cies of no improbable. occurrence, in which the 
utmost possible contraetion would be insufii* 
cient to preserve the convertibility of the paper. 

This difficulty, or rather, I should say, impos- 
sibility of meeting many conceivable exigencies, 
without a large reserve of gold and silver, seems 
not to have occurred to the advocates for a cur- 
rency consisting of paper circulating upon a 
very small reserve of bullion, as an objection to 
their system. They have overlooked the ob- 
structions, which distance, habits of trade, 
legislative restrictions, and various casualties 
and miscalculations, that are inevitably inci* 
dental to all extensive commercial relations, 
interpose in the way of such an immediate ad« 
justment of international payments, as ought, in 
their view, to supersede the necessity for the 
transmission from one state to another, of any 
considerable amount of bullion. 

It may, perhaps, be said, that the late crisis 
has been felt in France, in the Netherlands, and 
in Hamburg, as well as in this country, and in 
the United States of America ; and that, these* 
fore, no argument can be drawn from it against 
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our paper-system. That the crisis has been felt 
in other places, I am quite ready to admit, and 
I have formerly had occasion to notice an in^ 
stance of a . great .derangement of credit in 
Hamburg, arising out . of speculations, which 
appear to have had their origin in that city* 
But the occurrence of such instances of derange- 
ment is comparatively rare, and, as applied to 
a city like Hamburg, is not strictly analogous to 
the case of disturbance of the value of llie cur- 
rency in an extensive and populous district or 
country. Hamburg is a mere cluster of mer- 
chants, of a highly enterprising character, among 
whom, there are considerable dealingaon credit, 
and where the trade is consequently subject to 
great vicissitudes *. 

There have also been extensive failures at 
Paris, Amsterdam, and Berlin; and there has 
been a general rise in the rate of discount in 
those places. But. these failures were chiefly 
among the speculators in the public securities 
of the different states of Europe and America. 
Now these public securities are neither more 

* The instances of Hamburg and Idirerpool, of whick 
Liyerpool is the most remarkable for its enterprise, and its 
rapid progress in wealth and population, are decisive as to 
the inference, that banks of circulation are not essential, 
as has been supposed, to the developement of commercial 

activity and adventure. 

1 2 
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nor less than annuities, which depend upon the 
rate of interest for their market value, and, in 
their turn, produce a temporary influence on 
the rate of interest; and, as these annuities 
form one of ^the most extensive classes of ob- 
jects of interchange between London and the 
great commercial cities of Europe, it is quite 
clear that the operations of the former must, 
from their relative magnitude, influence the 
latter; consequently any great fluctuations in 
the funds, which produce extensive failures, and 
a rise in the rate of discount, here, must pro- 
duce some corresponding effect on the places 
which I have alluded to. But, in the instance 
of none of those failures, does any general de- 
rangement of the currency appear to have been 
experienced in the countries or districts adjoin- 
ing to those cities. And, although the rate of 
discount rose abroad, that rise indicated the 
utmost rate paid for the use of monied capital. 
Wheireas, during the crisis in this country, the 
real rate of interest must be considered as having 
been very much higher, as I have before stated, 
when alluding to the ruinous expedients which 
were resorted to in order to evade the oppres- 
sive restrictions of the usury law. 

But it may be further argued by the parti- 
sans of an exclusive paper circulation, that the 
great fluctuations in the value of the currency 
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which have occurred within the period now 
under discussion, may be ascribed to the very 
imperfect and insecure grounds on which the 
paper of the country banks in England has 
been issued, and to the injudicious manner in 
which the issues of the Bank of England have 
.been regulated. 

I am certainly no advocate for the mode of 
management of the circulation by the Bank of 
England, and I am ready to give up our country 
circulation as being nearly the worst conceivable. 
But I have already endeavoured to shew that 
there is no test by which an excess in the issue 
of paper can be determined with certainty, till 
an interval greater or less after the excess, has 
elapsed. Now, as all former experience, as 
well as the very nature of a paper currency 
issued by banks, leads to the conclusion that 
they will extend their noted to the utmost limit 
of the amount which the circulation will tempo- 
rarily absorb, there seems to be no reason to 
suppose that under the circumstances, such as 
I have before described' them, favourable to the 
extension of country notes, the issues of paper 
might not, and would not, have been carried as 
far by banks established on a solid foundation as 
they have been by banks on a weak foundation*. 

* It will, perhaps, be objected that there has not been so 
much over-issue of paper, nor so much eventual contraction 
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There would, therefore^ have been a necessity 
for an eventual contraction, as great at least as 

in Scotland and in Ireland as in England. That there has 
been over-issue and consequent contraction in both is certain ; 
in what degree I have no n^eans of estimating. There does 
not hitherto appear to have been so much overtrading in 
those parts of the kingdom as in this ; although, perhaps, 
even upon this point it is yet too early in the subsidence of 
the crisis to judge. That Scotland iS| notwithstanding the 
superiority of her system of banking, liable to overtrading, 
and commercial distress may be proved by reference to 1814 
and 1815, when the failures at Leith and other towns of the 
north, rather exceeded those of the south. In Ireland the 
disasters whicb attended her bankingnsystem in 1820, may 
have been sufficiently recent to preserve her from so great an 
excess of paper as might otherwise have been circulated there. 
Since the above part of this note was w;ritten,, accounts 
from Scotland state that commercial distress is beginning 
to be most severely felt there. The following extract is 
from the Glasgow " Free Press" of the 18th of January, 
1826 :— 

" The distresses that we ventured ta predict as likely 
to result from the money panic, are now overflowing in 
every quarter, and many highly respectable merchants, ma- 
nufacturers, and traders, find no little difficulty in keeping 
their heads above the water. The lessening of the amount — 
the limiting of the time — and the increasing of the rate of 
discounts, are severely felt in Glasgow; and within the 
short space of twenty days, nearly the sa^me number of 
houses are reported to have fallen in consequence. The 
state of business in Glasgow is as gloomy as it can well 
be imagined. This is an awful fact, and a fact, the publica- 
tion of which, at an earlier period, might have augmented the 



119 

thiat which has actually been made. The con- 
traction would not indeed in such case be ef- 
fected, as it has. been, through the medium of 
the failures of country banks, and would therefore 
not be attended with the peculiar description 
of distress which has recently occurred from 
those failures. But, it is clear that there would 

* • » * 

evil ; but it is now too notorious for further concealment. 
Complaints ar, heard on every side, and the distress appears 
to be not only grievous, but gieneral. To specify particular 
branches, even if We could do so, would be imprudent, but 
we confess that we cannot. All are alike affected; and 
though some have borne it better than others, it is not be* 
cause those have had less to bear, but because these have been 
less able to bear it." 

By accounts of a still later date it appears beyond a 
doubt, that the over-issue, the over-trading, and consequent 
revulsion have been nearly if not quite as great in Scotland 
as in this port of the island. The following is an extract 
of a letter addressed to myseU by a gentleman who is a 
partner in. anvcxtensive manufactory at Glasgow. 

" Glasgow, Wth Feb. 1826. 

" Scotland^'notwithstanding the solidity and respectability 
of her banks, is suffering as much from an over-issne of 
paper as our sister kingdom. Until very lately bills were ge- 
nerally discounted by the banks at six months, and in many 
instances, at nine and twelve months, which has led to an 
over-trading in every branch of business ; and we are ncm 
suffering severely under it. I trust that notwithstanding the 
clamours of a few interested individuals, Scotland will not 
be excluded from the benefit about to be conferred on Eng- 
land by the removal of the small notes from circulation." 



be the same depreBsion of prices, whether the 
contraction were effected through one me- 
dium or another; as it is by the means of 
general prices alone, that the adjustment of the 
level can take place. This degree of fluctuation 
which must periodically occur, is, as I have 
shewn, over and above that to which a metallic 
circulation is liable. 

Viewed therefore in every light in which the 
subject can be placed, the conclusion strikes 
me to be irresistible, that the liability of a cur- 
rency to fluctus^tion in value, will be the greater, 
as the basis of the metals in proportion to the 
circulation oY paper is smaller. 

Upon the great moral evils arising out of ex- 
tensive fluctuations in the value of property, as 
there is not, I apprehend, any difference of 
opinion, I will not dwell further than to observe, 
that, in as far as the liability to the occurrence 
of such fluctuations is greater with a paper 
than with a metallic circulation, this ought to 
weigh heavily against the consideration of the 
pecuniary saving which is the only object pro- 
posed by the substitution of the cheaper 
material. 

But in truth, a great waste and positive loss of 
national wealth attends all such changes, by the 
misdirection of capital and industry which they 
occasion. 
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Of the misdirection, which the artificial ex- 
citement to speculation, incidental in so much 
greater a degree to a paper than to a metallic 
currency, is calculated to give to capital and 
industry, a memorable instance is aflforded by 
the transition which we have recently experi- 
enced, and from the effects of which we are still 
suffering. 

If a computation could: be made of the losses 
that have been sustained within the last two 
years, — ^by the excess of prices paid to foreign 
countries for commodities*, beyond what those 
commodities are worth for home consumption 
or exportation, — ^by the fluctuation in the de- 
mand for labour, at one time elevating manufac- 
turing wages beyond the rate which the eventual 
price of the manufactured goods could afford, 
and then depressing them so much, and throw* 
ing so many workmen out of employ, as to 
occasion an increased burden on the poor-rates, 
— ^by loans to foreign states, which present no 
adequate security for repayment, — ^by schemes, 
which upon a large outlay, hold out no prospect 
of any net profit, — ^by rendering the commodi- 
ties produced with a view to the consumption 
of particular classes, of reduced value, by the 

* I have seen computations, by which it appears, that in 
the article of cotton alone, the loss amounts to upwards of 
two millions and a half. 
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diminished demand, consequent upon the altered 
condition of a large proportion of the indivi- 
duals constituting those classes — ^it would be 
found, I suspect, to amount to ab enormous sum. 
And if the proportion of su6h losses, not only on 
the recent occasion, but on many other similar 
occasions which have occurred in our commer- 
cial history for the last fifty years^ as can 
be fairly ascribed to the difference between a 
paper and a metallic circulation, admitted of 
being accurately computed, I am fully convinced 
that, as a mere question of national wealth, 
the balance of loss would be greatly against the 
former. 
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SECTION VI. 

Upon the Defects in the System of our Circulation, which 

call for an immediate Remedy. 

Such and so great being the evils which seem 
to be inseparable from our present monetary 
system, and infinitely aggravated as these evils 
have been and are liable to be again, by errors 
in the administration of it, it will, when the 
whole subject comes before the legislature for 
consideration, upon the nearer approach of the 
termination of the present charter of the Bank 
of England, become a question of thie gi'eatest 
importance, to determine whether the whole of 
that system, as connected with the circulation 
of promissory notes, ought not to be entirely 
re-modelled. 

In the mean time there are two specific evils, 
which are severely and extensively felt, and of 
which the remedy is so obvious and easy as to 
admit of being immediately applied. 

One of the evils is that to which I have 
already alluded, tn;sr., the secrecy and mystery 
in which all the proceedings of the Bank of 
England are enveloped. 

While that secrecy prevails, all investments 
of capital, all mercantile engagements^ and all 
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contracts of whatever kind, are exposed to an 
element of uncertainty, in addition to any other 
that can have been in contemplation : and plans, 
otherwise well combined, may be defeated by 
some great operation of the bank upon the cur- 
rency, which, if it were known and exposed 
to public scrutiny and discussion, would either 
be quickly abandoned, or would admit of being 
appreciated and acted upon. 

It may, I believe, be set down as a rule, that 
the administration of all institutions, of which 
the functions or operations, in any degree, 
affect the public interest, ought to be constantly 
and strictly subjected to the supervision of the 
public. Such supervision is the only effectual 
safeguard against errors and abuses. Next to 
the administration of the state, there is no 
administration of any office so immediately and 
extensively affecting the interests of the com- 
munity, as that which is intrusted to the persons 
who are invested with the privilege of issuing 
paper-money, and who, by the manner in which 
they exercise that privilege, have it in their 
power to produce great changes in the property 
and condition of every individual in the kingdom. 
No man, nor set of men, ought, in my opinion, 
to be intrusted with that privilege : but being 
so intrusted, their exercise of it ought to be 
subjected to the constant control and correc- 
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tion of public opinion. Such publicity would 
enforce a steady and consistent adherence to 
some settled rule, the uniform operation ofwhich 
the mercantile world mi^ht understand and be 
prepared for. There is no reason whatever why 
the accounts of the Bank of England should not^ 
be published with as much fulness of detail as is 
exhibited in the accounts published half-yearly 
by the Bank of France. As a specimen of the 
latter, I insert, in the Appendix, £. a copy of - 
an account for the last half-year, as it has re* 
cently been rendered. A statement of this kind 
ought to be required, not only from the Bank of 
England, but from every bank in the kingdom, 
which is allowed to exercise the privilege of 
issuing paper-money. 

The other evil which calls most urgently for 
immediate interference on the part of the legis- 
lature, is the state of the country circulation. 
Some security ought forthwith to be provided 
against the recurrence of failures of the country 
banks, such as those which took place in 1810, 
1815, 1816, and lately, in 1825. If the Bank of 
England would consent to give up so much of 
its exclusive privileges as would admit of the 
establishment in England of banking companies, 
on the footing of the chartered Companies in 
Scotland, the present country banks might be 
entirely replaced by banks, on a different footing, 
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and of unquestioned stability. But as such a 
concession on the part of the Bank of England 
is not likely to be made, some other measures 
ought, in the mean time, to be adopted. Every 
country banker ought to be called upon to give 
some pledge of his ability to pay on demand 
the notes which he may be permitted to issue. 
Whether this object of security would be best 
attained by requiring a sum to be invested in 
the funds, or by any other method, it would lead 
me too far at present to inquire. 

But whatever may be determined upon as to 
the expediency of providing additional security 
for the general circulation of the country banks, 
there is one part of that circulation which ought 
not, upon any footing, or with any modification, 
to be any longer tolerated. I mean the notes 
under 5/. These ate,* in every point of view, a 
most objectionable medium of exchange. They 
are imperfectly convertible into coin, as, for in- 
stance, in the case of Mr. Jones and the Bristol 
Bank, last spring; and, I believe, many instances 
of difficulty, short of absolute refusal of pay- 
ment, might be cited*. They offer greater 

* Since writing the . above, an instance has occurred in 
which a demand, even upon the Scotch Banks, for coin or 
Bank of England notes, in payment of the local notes, was 
made the subject of angry animadversion by an Edinbux^h 
paper the Edinburgh Evening Courant^ of Jan. 7. While there 



127 

facilities for being issued in excess thaa notes 
of a higher denomination ; and they almost 
invariably exclude specie entirely from the 
districts where they pass current 

But leaving out of the question the considera- 
tion of fluctuations in the value of the currency, 
some protection for the lower classes against 
the severe losses to which they have so often 
been exposed, as the holders of small notes, 
when the banks issuing them have failed, is im- 
peratively called for. 

It is quite idle to contend that the lower 
classes have the option of refusing to take the 
country notes. Practically, in the great major 
rity of instances, they have not and cannot have 
any such option. But if there is any object 
more important than another for which the go- 
vernment of every state has been, invested with 
the exclusive privilege of coining money, it is 
that of protecting the lower classes of society, 
who are Utile competent in this particular to 
protect themselves, from the risk of loss in re* 
ceiving their stipulated wages, or other pay- 
ments. And this function of the sovereignty, of 
issuing coin, which, under the strongest sanc- 

18 any feeling of this sort of the harshness of demanding coin 
for the notes of a hank, such notes are more or less imper* 
fectly convertible. 
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tions, certifies toevery fnemberof the community 
the weight and fineneds of the money which 
he may be entitled to receive, is justly guarded 
against the interference of private individuals 
by the severest penalties. But by a strange 
inconsistency^ while such care is manifested to 
secure the community from being imposed upoft 
by metallic money of less than standard*value, 
every adventurer who chooses to follow the 
trade of a banker, is allowed to issue a spurious 
paper-money, which havmg neither intrinsic 
value nor any adequate security for eventual 
convertibility, is in too many instances, neither 
more nor less than a fraud : a fraud of which 
the most numerous, and most helpless classes, 
and those who can least bear the loss, are imst 
commonly the victims. 

Important and urgent, however, as are th^ 
considerations of policy, in respect to the value 
of the currency, and of justice, in respect to the 
protection of the lower classes, which dlolate ' 
the suppression orf the small cooii1»y not^s, i« l«r 
to be feared that the same influ^iee which has 
on other occasions been successfully exerted 
against improvements in our commercial or 
financial system, will be brought into operation 
against this. The country bankers, who are 
supported by the power of the landed aristo- 
cracy, had influence enough to throw out a bill 
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which was introduced some years ago into Par- 
liament, for affording greater security to the 
public in the circulation of country bank notes 
under 6/. And we may expect that no efforts 
will be spared, and no sophistry left untried, in 
the ensuing session, to prevent the suppression 
of that class of notes. I have little doubt that if 
such a measure had been proposed and carried 
last spring, during the apparently prosperous 
state of the country, the recoil of prices, the rise 
in the rate of int^est, and die general stagnation 
that have recently taken place, would have been 
ascribed to the actual or prospective operation 
of that measure. If the measure should be 
proposed in the ensuing session, it will be 
pertinaciously objected that the country is al- 
ready suffering under all the effects of reaction; 
and it will be said that we ought not to aggra- 
vate the distress arising from a contracted cir- 
culation by perpetuating that contraction. And 
of this we may be assured, that whenever this 
salutary alteration be made, as sooner or later 
it must be, the effects of it will be grossly exag- 
gerated, and whatever^ coincidently with, or soon 
after, may be untoward in the aspect of finance, 
commerce or agriculture, will be wholly ascribed 
to that alteration*^. 

* It is, in my view of the salrject, a matter of great and 

K 
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The pTi]XQ^>t} source^ of exaggeratMm as. to 
the effects ot the suppression of the small notes, 
ift in, supposing that such a measure would have 
a great and pennanent influence in reducing the 
fvisie, of agncuUuraL produce> and of common 
dities.in general. That prices cou^d notha/ris 
risen so high as they did in the two last years. 
Without, S3 with, th^t class of. notes, I am per*- 
fectly ready to. adini^» but nei^iier, on the other 
jhand, would they now have. been so low. IbiB 
icmly a gseater- range of fluctujdioni and not a 
hig^t permanent levqLof. prices, that* can be 
produced by the aub9titution of paper for gold 
and silver^ in that ^part of the circulation. To 

serious regret that the p^vilege of the coiinti^ bapks t^ issue 
1/. and 2/. notes was not suffered to expire at the time 
prescribed for the cessation of it, by Mr. Peel's Bill. No 
timev indeed, could have been more fit for its discontinuance 
than that. IVices had already reached their minimum, as 
cQOQ^ared with, the. prioeft>of:.thie rest of the. commeroial 
world ; and, witl^ut apy effort or, sacrifio^, theve waa al* 
ready so great a surplus of gold in the cqffers of th^ei Q^uok 
of England, as to have admitted of its supplying as niuch 
as would have fully filled up the chasm created by the 
i^thdrawing of the small country notes, without reducing 
ita own ciroulatian of paper. The country banks were, 
t)iem8eive.§| pr/^p^red for the jziea6ur9,.a|id« there. seems tio 
reason to believe, that if it had beeu-carrffti in|Q:.eKeT 
cution, it would have had the slightest sensible effect in 
8 further depresBio];^ of prices. 
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Che'valiii^ of gold, in the rest of the world, our 
pa^er must conform ad long as it is convertible, 
although the interval during which it may di* 
vbrge from that valtie, ovring to a partial excess, 
Wfty be greater, as I have ehdeavotired to prove, 
than 46- commonly^ supposed. But- exactly, by 
the'tenig' readcMcting by which it is «hewn that 
there mky d6easionally be an enlargement of 
the circulation' of paper beyorfd * what is even- 
tually fOtond t6 feef coni^ii^tent with pf-eservihg dii 
unilfibrttiity with th^ value of gold ih the rest of 
tiie world;' It inevitably follows, ttact ih propoi*- 
tion to the degree of exces^Ve enlargement, 

■ 

must he Ate eveiiinal cbntractidn 6f the whole 
circulating medium de/oto the level from whencef 
the excess began ; the level; or the average of 
prices, being still determined by the value of 
gold. 

The only question, therefore, is, how far the 
value of gold would be raised by the absorp- 
tion of so much as would be requisite to supply 
the place of the small notes ? The grounds upon 
which any answer can be given to this question 
are, of course, vague, as something must de- 
pend upon the estimate which may be formed 
of the quantity of gold which will be necessary 
for the purpose. The utmost computation of 
this quantity, however, would hardly raise it to 

KS 



a^ iacr^iy^; ecooon:^ in the use of a^ch cur*, 
DQoqy, aod that the reserye of the ^^oxk of 
Ei^gland need not .be so large, wh^ ^bere is^ 
up country circulation, of 1/. aii4.^* AOtes. As- 
«mning, as I think I may most ,confi4eptly, tbi^t; 
eight millions of gold is the. utmost that wou)d 
\^ requisite for the purpose, it can only be an 
aj^rehension magnified by the bigotry of self: 
interest, which could lead to the supposition^ 
that such a sum, taken from the whole amount 
of the metals in the world, would produce any 
sensible influence on bullion prices. 

However inauspicious in appearance, the pre- 
set, I am satisfied, is a season, which though 
not so favourable as 1822, is one, in which the 
privilege of circulating country notes under 57. 

* This now appears to be an exaggerated computation. 
The Chancellor of the Exchequer in proposing his resolutions 
to the House of Commons, on the 10th of Febmary, for the 
enrentnal suppression of small country notes, stated his belief 
that the average amount in the three years ending the 
6th of January, 1826, had not exceeded six millions, but that 
the. total amount at the preset moment was considerably 
less, he thought not more than four millions. According to 
this estimate, five millions of gold would, from the consider- 
ation mentioned in the text, be the utmost that would be re* 
quired to supply the void crealed hy the final withdrawing of 
those notes. 
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mdy {afteir giviDg due notice) be resgmded Witl? 
less ditsadvantage, than pr6b&bly at atiy fhtetven-*^ 
ittg period prior to thie time «t ^v^Wfch 'thai? 
prinlfe^ %iil ceafec^, by a^'proTbbh^ e^^ tfi^ 
e5rfstin| ka." tK6 e(r6ulatidn of thi^WftSs oP 
libtes^ J^, in wnscfq^fe^A^eof tlielM^ fiiWres;^i4»W 
reduced to as IbW an amount d& it is toike^i^^i^ 
tfeat it can be, at any time hereafter, ^tfefiwe itfif 
final extinetibn. And td refAd^ lt> t^ete^mp 
ip^ltb coin, ^ill probably i^qiilTe^a^ittaller^^^j^ 
sorption of gold and Silver than %t^ ikty^4f^ 
period. : ' • ? ^aUIo 

With regard to any remedy i^s spfeei^iil^ 
applying to the existing i^tate of 'diMi«i^>f4dyhre 
none to propose. The evil ardse <MI W'^ifip 
excess of pftper and credit. The otily ctilre is^itt^ 
the remo^ral of that excites. TBe o|jeMMAiwia^ 
removal, however salutary in the end, is painful 
In the process ; but I am not aware of any pther^ 
mode of arriving at a sound state, /the sp|e, 
object of the suggestions jwUch I have veatMred. 
to ofifefyis to diminish the chance of a recwHi 
rence of the disorder. '^^^ 

' ^ " ' ' t • . „. 
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If then, under circumstances occasioaing a 
draiu on the bank cofiers, so great a contrac- 
tion, attended with so great a rise in the rate 
of interest, is requisite, it may be inferred from 
analogy, that in order effectually to prevent an 
incoovenient inBux under the opposite circum- 
stances, a proportionate enlargement of issues 
and redViction of the rate of interest would be 



But the difficulty is not so much in prevent- 
ing the gold from coming in, as in knowing 
the strength of the tide with which it sets in, 
and the precise level at which its force is likely 
to be spent. In endeavouring to prevent an in- 
flux by increased bank issues, the opposing 
power may be insufficient ; in which case, the 
gold, after having come in, is to be sent back, 
at the hazard of creating too violent an efflux ; 
or, the opposing power may be too forcibly 
applied, and then, not only will the influx be 
prevented, but a drain will be created, which, 
operating by the supposition on a small stock 
of bullion, endangers the complete exhaustion 
of the bank. And, as I have before observed, 
I know of no criterion by which the exact 
degree of 
can be asc 

For insi 
in 1821 an 
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If then, under circumstances occasioning a 
drain on the bank coffers, so great a contrac- 
tion, attended with so great a rise in the rate 
of interest, is requisite, it may be inferred from 
analogy, that in order effectually to prevent an 
inconvenient influx under the opposite circum- 
stances, a proportionate enlargement of issues 
and redViction of the rate of interest would be 
necessary. 

But the difficulty is not so much in prevent- 
ing the gold from coming in, as in knowing 
the strength of the tide with which it sets in, 
and the precise level at which its force is likely 
to be spent. In endeavouring to prevent an in- 
flux by increased bank issues, the opposing 
power may be insufficient ; in which case, the 
gold, after having come in, is to be sent back, 
at the hazard of creating too violent an efflux ; 
or, the opposing power may be too forcibly 
applied, and then, not only will the influx be 
prevented, but a drain will be created, which, 
operating by the supposition on a small stock 
of bullion, endangers the complete exhaustion 
of the bank. And, as I have before observed, 
I know of no criterion by which the exact 
degree of the increase of the issues requisite 
can be ascertained. 

For instance, the proportion of enlargement 
in 1821 and 1822 requisite, under such circum- 
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stances, might have been to the extent of five 
or six millions, and this enlargement might 
have been consistent with getting a stock of 
bullion to the amount of one-half of what the 
bank eventually did get, and consistent like- 
wise with not causing any immediate depres- 
sion of the exchanges below par. But, from what 
we have since seen, it is clear that such an in* 
creased amount of paper could not have been 
kept in circulation ; and the necessity for a con- 
traction would have arisen so much earlier and 
more urgently. I say, so much more urgently, 
because, the bank having more paper out and 
less bullion in its coffers, a larger proportion of 
the contraction must have been effected through 
the medium of the rate of interest, inasmuch as 
less of its paper could be cancelled against the 
demand for gold. It was only in consequence of 
having so large a treasure when the drain com- 
menced in 1824, that the bank was enabled to 
stand the further progress of the run in 1825, 
without a great reduction of its issues; and 
even that proportion of treasure was hardly 
sufficient to place its solvency out of danger. 
It was at last saved from exhaustion only by 
the sudden and unprecedentedly great contrac- 
tion of the whole amount of the currency by 
the failures of the country banks; and a con- 
siderable part of that very contraction was in 

H 
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fact produced through the medium of the great 
rise in the rate of interest, which prevented 
many of the bankers from borrowing to the 
extent to which they had been accustomed^ 
and on which they had relied. 

If a great and sudden variation in th^ rate 
of interest* be, as I think it demonstrably is, 
an inevitable effect of extremes such as I have 
described, and such as unfortunately the re-* 
vulsion which the commercial part of the com- 
munity is now suffering proves to be of more 
than barely possible occurrence, there must be 
a proportionate variation, upon every inter* 
mediate degree of enlargement or contraction 
of the circulating medium. 

The result of the preceding reasoning upon 
the regulation of a paper circulation, even with 
a considerable amount of bullion and coin in 
the country to meet emergencies, seems to be 
this: — 

That the exchanges do not always indicate, 

* It is distinctly to be understood, that in speaking of 
the rata of interest as being powerfully affected by th^ 
regulation of the bank issues, with reference to the state of 
its coffers, I mean only the temporary effect which is pro- 
duced during the progress of the forcible extension or con- 
traction of the paper. When that effect is completed, the 
rate of interest will be the same, whether the value of the 
currency be at a higher or a lower level. 
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until after some interval, more or less* accord- 
ing to circumstances, an excess or deficiency 
in the circulating medium. 

That when the exdianges do indicate an 
excess, or deficiency, they do not indicate 
the force of the tide in which the metals are 
flowing in or out. 

* The interval may be grealer or lesi, according to the 
degree of publicity which attends the issues of Bank of 
England and country bank notes. If any great alteration 
in these should take place, under circumstances which do not 
obyiousiy require or account for it, the operators on the 
exchanges if they were apprized of it, might anticipate the 
effects which would otherwise be felt only Ihim^h l^e 
medium of general prices. So upon the occurrence of any 
other event which is publicly known, and which may be 
expected ultimately to affect the exchanges, such as a bad 
harvest, or a change in the aspect of politics, the effect is 
anticipated and acted upon. 

It is to be observed, however, that the business of the 
mere exchange operators is coofined to the calculation pf 
the profit to be made by the actual state of the exchanges ; 
just as is that of the jobbers on the Stock Exchange to take 
the mere turn of the actual market ; it is not a necessaiy 
nor even a regular part of their business to speculate on 
remote contingencies, and when they do sq speculate, they 
are liable occasionally to great miscalculation as to the ulti- 
mate tendency of any given event. 

In the absence, however, of any public ground of antici- 
pation, the rule holds good, that it is through the medium 
of a rise or fall of prices* of objects which are interchange- 
able with other countries, that the exchanges are affected 

H 8 
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The principal medium through which the ex- 
changes are affected, is that of prices. Such of 
these as relate to objects of interchange with 
other countries, if raised beyond the bullion 
prices of those countries, will induce an in- 
creased importation and diminished exportation 
of those commodities. ' But it not unfrequently 
requirea an interval of some length, before the 
commodities which are interchangeable with 
other countries are affected by an excess in 
the circulation, in such a degree as to produce 
the effect of increased import, and diminished 
export, ^c* ; and even that effect may not im- 
mediately operate on the exchanges. There 
may be counteracting circumstances. The 

* Where a prohibition of import of articles of extensive 
consumptioii exists, especially when that prohibition extends 
to so important an article as corn, an interval of greater 
lengdi may elapse before the level of a currency, which has 
been disturbed by excess, can be restored, than where there 
is a perlieet freedom of trade. But it is probable that the 
excess <K)uld not have taken place at all, and certainly not 
to the same extent, if corn had been importable at a mode- 
rate duty in 1823. The price would not have risen as it 
did, giving occasion, as has been shewn, to «n increased cir- 
culation of country paper ; neither would it have been liable 
to the great fall, which, after an interval of famine, is, under 
the present system, inevitable. 

Our oom-laws, therefore, besides all the other evils which 
they produce, aggravate the fluctuations to which the value 
of the currency is liable. 
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excess may have communicated itself in an in* 
creased medium of credit, to the countries with 
which we happen to have the greatest inter- 
change*; and it has so happened, that in some 
remarkable instances this has been the case, as 
in 1S18, and very particularly in 1791. It is 
only upon the final liquidation in gold, of the 
engagements connected with the extension of 
this international circulation of credit, that the 
effect one way or the other upon the exchanges 
is produced; and this effect will be so much 
more violent, as the previous miscalculation 

"* The e£fect of an extended circulation of paper and 
credit in a country like this, in producing while in a state of 
increase, an extension of credit in the places abroad with 
which we haye the most considerable dealings, has hitherto 
been overlooked or not sufficiently attended to. Such exten- 
sion of credit ha$ a temporary influence in raising or main* 
taining the price of commodities abroad* so as to admit ocoa* 
sionally of an increased demand for exports from hence in 
the face of rising prices ; the demand in this case operating 
as one of the causes of the rise. In more general terms the 
extended credit given in times when confidence prevails, by 
the merchants and manufacturers of iins ooantry to those 
abroad, operates temporarily in reducing the value of the 
currency of those parts. It is this circumstance which com- 
municates the overtrading of this country to places abroad, 
and when the revulsion happens, produces a contraction 
of the circulation there which temporarily diminishes the 
demand for exports from hence, notwithstanding a contrac- 
tion and fall of prices on this side. 
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upon the value of the currency has been of 
long duration. 

It is therefore impossible to estimate with any 
approach to exactness, the force and permanence 
of the causes which may produce an influx or 
an efflux of the precious metals, even when the 
direction of the tide has manifested itself ; and 
accordingly the degree of the increase or con- 
traction of the bank issues necessary to coun- 
teract the one or the other, cannot always be 
determined. 

In some instances it has been found that an 
efflux of the metals could not be stopped even by 
a contraction of the bank cjirculationto an amount 
below that at which it stood before the enlarge- 
ment^ which produced the efflux, was made. 
. The drain, nearly to exhaustion, of the bank 
treasure in 1783, took place, notwithstanding 
the . immense proportional reduction of the 
amount of its issues coincidently with the 
progress of that drain of which I here give the 
statement.-^The computed treasure compared 
with the issues stood thus : 

Cash and Ballion computed 

from the Scale. Bank Notes. 

March 1782 .... 3,648,000 .... 9,160,470* 

Oct. 1782 .... 2,332,000 .... 6,371,300 

March 1783 .... 1,261,000 .... 7,338,230 

Oct. 1783 .... 473,000 .... 5,894,620 

* The amount of bank notes here stated, is extracted from 
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This contraction of the currency was at- 
tendedy as might have been expected, with a 
great rise in the rate of interest ; the best cri- 
terion of which is, that three per cent, consols 
which had risen in March 1783, immediately 
after the peace, to 68, fell by the close of the 
year to 58, eventually to 54, and continued 
under 60 till September 1785. The omnium 
of a loan concluded in 1783, after having been 
at a premium of upwards of eight per cent, fell 
afterwards to below par. The rate of discount 
on mercantile bills, being limited by law to five 
per cent, affords of course no criterion ; but 
all property yielding a revenue fell so much, as 
to indicate an extraordinary increase in the 

the Appendix to the Report of the Lords' Committee of 
Secrecy in 1797. Of the circulation previous to 1782, I 
have not been able to .find any connected account for an 
uninterrupted series of years. Mr. Samuel Thornton, in his 
evidence before the Lords' Committee in 1819, p. 75, states, 
that in 1779 the amount of notes was 6,000,000, and that 
in 1780 they were increased to 8,400,000. 

It may be worth while here to remark, that assuming the 
above amounts to be correctly stated, an increase 'which 
eventually proves to be an excess, may be in progress for 
some time before it produces such an effect upon the ex- 
changes as to occasion a drain upon the coffers of the bank, 
for it appears that the amount of treasure was at its medium 
nearly two years later, when there was a still further in- 
crease of notes. 
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rate of interest. '' £very one (says Chalmers, 
in his Estimate, p. 186) must remember how 
impossible it was for individuals to borrow 
money on any security for any premium till 
towards the end of 1784." 

In a subsequent, and more remarkable in- 
stance, viz., from 1795 to 1797, the contrac- 
tion of paper, in order to arrest the progress of 
the drain of gold from the bank, was still 
greater ♦. 

The comparative amount of bank-notes stood 
thus:— 

February 26 . . 1795 ... 12,968,707 
„ . . 1797 . . . 8,167,949 

This contraction, exceeding four millions and 
a half of bank-notes, which reduced the circula* 
tion below the average of what it had been in 
the preceding eight years, was accompanied 
by a great rise in the rate of interest, and 
proved insufficient to avert the catastrophe of 
suspension. The price of the public funds 

* By the following comparatiye statement of the amount 
of the bank treasure, according to the scale and C(xof«tation 
from it, before referred to, the drain was upwards of «iit 
millions and a half. 

Amount of TresMfe. 
March 1795 ...... 7,940,000 

Feb. 1797 1,978,000 
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felh as i^ well known^ in an extraordinary de- 
gree ; but ad the fall of the funds, and the rise 
of the market*- rate of interest, were connected 
with the political events of that time, no accu- 
rate estimate can be formed of the effect which 
can be distinctly ascribed to the contraction of 
the circulating medium which then took place. 
The bank directors continued, indeed, to dis- 
count at the rate of five per cent., but they took 
only a very limited proportion of the bills 
offered. This limitation was in its operation 
equivalent to a great rise in the rate of in- 
terest*. 

* The circumstances connected with the variations in 
the value of the currency between 1782 and 1797, had 
struck me so forcibly, that it was my intentioli to have ad- 
verted to them in my former work. With that view 1 had 
drawn up a sketch of the reasoning which the facts con** 
nected with that period suggested to tne ; but I wSs in« 
duced to omit the insertion of it^ because to have done 
justice to the argument, required a reference to statements 
and explanations which would have led me further than was 
consistent with my original plan. I now, however, give in 
the Appendii (A S.), the fragment exactly as it was written 
ill 18S2, because in that form it is most strictly eitplanatory 
of the point of view in.which I then considered the bank 
restriction as operatiiig on the value of tlie currency, and 
because it will be equally applicable to correct the very 
erroneous opinions which prevail^ as to the exemption of the 
Cufrelil^ from fluctuations in value, during the interval 
.whiek itHmediately preceded thie bank restriction. 
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If then, under circumstances occasioaing a 
drain on the bank coffers, so great a contrac- 
tion, attended with so great a rise in the rate 
of interest, is requisite, it may be inferred from 
analogy, that in order effectually to prevent an 
inconvenient influx under the opposite circum- 
stances, a proportionate enlargement of issues 
and redaction of the rate of interest would be 
necessary. 

But the difficulty is not so much in prevent- 
ing the gold from coming in, as in knowing 
the strength of the tide with which it sets in, 
and the precise level at which its force is likely 
to be spent. In endeavouring to prevent an in- 
flux by increased bank issues, the opposing 
power may be insufficient ; in which case, the 
gold, after having come in, is to be sent back, 
at the hazard of creating too violent an efflux ; 
or, the opposing power may be too forcibly 
applied, and then, not only will the influx be 
prevented, but a drain will be created, which, 
operating by the supposition on a small stock 
of bullion, endangers the complete exhaustion 
of the bank. And, as I have before observed^ 
I know of no criterion by which the exact 
degree of the increase of the issues requisite 
can be ascertained. 

For instance, the proportion of enlargement 
in 1821 and 1822 requisite, under such circum- 
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stances, might have been to the extent of five 
or six millions, and this enlargement might 
have been consistent with getting a stock of 
bullion to the amount of one-half of what the 
bank eventually did get, and consistent like- 
wise with not causing any immediate depres- 
sion of the exchanges below par. But, from what 
we have since seen, it is clear that such an in- 
creased amount of paper could not have been 
kept in circulation ; and the necessity for a con- 
traction would have arisen so much earlier and 
more urgently. I say, so much more urgently, 
because, the bank having more paper out and 
less bullion in its coffers, a larger proportion of 
the contraction must have been effected through 
the medium of the rate of interest, inasmuch as 
less of its paper could be cancelled against the 
demand for gold. It was only in consequence of 
having so large a treasure when the drain com- 
menced in 1824, that the bank was enabled to 
stand the further progress of the run in 1825, 
without a great reduction of its issues; and 
even that proportion of treasure was hardly 
sufficient to place its solvency out of danger. 
It was at last saved from exhaustion only by 
the sudden and unprecedentedly great contrac- 
tion of the whole amount of the currency by 
the failures of the country banks; and a con- 
siderable part of that very contraction was in 

H 
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fact produced through the medium of the great 
rise in the rate of interest, which prevented 
many of the bankers from borrowing to the 
extent to which they had been accustomed, 
and on which they had relied. 

If a great and sudden variation in th^ rate 
of interest * be, as I think it demonstrably is, 
an inevitable effect of extremes such as I have 
described, and such as unfortunately the re^ 
vulsion which the commercial part of the com- 
munity is now suffering proves to be of more 
than barely possible occurrence, there must be 
a proportionate variation, upon every inter- 
mediate degree of enlargement or contraction 
of the circulating medium. 

The result of the preceding reasoning upon 
the regulation of a paper circulation, even with 
a considerable amount of bullion and coin in 
the country to meet emergencies, seems to be 
tiiis: — 

That the exchanges do not always indicate, 

* It is distinctly to be understood, that in speaking of 
the rate of interest as being powerfblly affected by th^ 
regulation of the bank issues, with reference to the state of 
its coffers, I mean only the temporary effect which is pro- 
duced during the progress of the forcible extension or con- 
traction of the paper. When that effect is completed, the 
rate of interest will be the same, whether the value of the 
currency be at a higher or a lower level. 
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until after some interval, more or less* aeeord- 
mg to circumstances, an excess or deficiency 
in the circulating medium. 

That when the exdianges do indicate an 
excess, or deficiency, they do not indicate 
the force of the tide in which the metals are 
flowing in or out. 

* The interval may be greater or less, according to the 
degree of publicity which attends the issues of Bank of 
England and country bank notes. If any great alteration 
in these should take place, under circumstances which do not 
obviously require or account for it, the operators on the 
exchanges if they vwre apprized of it, might anticipate the 
effects which would otherwise be felt only thxougli 4o 
medium of general prices. So upon the occurrence of way 
other event which is publicly known, and which may be 
expected ultimately to affect the exchanges, such as a bad 
harvest, or a change in the aspect of politics, the effect is 
anticipated and acted upon. 

It is to be observed, however, that the business of tha 
mere exchange operators is confined to the calculation oS 
the profit to be made by the actual state of the exchanges ; 
just as is that of the jobbers on the Stock Exchange to take 
the mere turn of the actual market ; it is not a necessary 
nor even a regular part of their business to speculate on 
r^note contingencies, and when they do so speculate, they 
are liable occasionally to great miscalculation as to the ulti- 
mate tendency of any given event. 

In the absence, however, of any public ground of antici- 
pation, the rule holds good, that it is through the medium 
of a rise or fall of prices, of objects which are interchange- 
able with other countries, that the exchanges are affected 

H 2 
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That, consequently, the bank-directors have 
no sufficiently accurate criterion by which they 
can regulate their issues, so as constantly to 
preserve the paper circulation at the level which 
a gold circulation would preserve, with respect 
to the currency of the rest of the world. 

That this being the case, when an influx or 
efflux of the metals begins, and when the ne- 
cessity for the enlargement or the contraction 
of the circulation is apparent, such enlargement 
or contraction must be made to a greater ex- 
tent and with more suddenness than would be 
requisite if the circulation were in great part 
or wholly metallic ; and that prices must be 
thus proportionally more affected. 

Lastly, that this alternation of enlargement and 
contraction being made through the medium of 
increased or diminished loans to individuals or 
to government, the immediate effect of such 
alternations is to produce sudden and highly 
inconvenient variations in the rate of interest. 

in a sufficient degree to determine an efflux or influx of the 
metals ; now it must be quite clear, that an interval, greater 
or less, must elapse between an alteration in the amount of 
the currency and such an effect upon prices. The utmost 
extent of what I contend for on this point is, that the inter- 
val may sometimes be, and in the recent instance has been 
of longer duration than was supposed possible by mere spe- 
culative writers; and the effect of international credit in 
prolonging that interval (see note, p. 107) seems to have been 
overlooked altogether. 
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SECTION V. 

Upon the Disadvantages of a Circulation in which Paper is 
in large Proportion compared with the Metals. 

The last Section relates to the difficulty of 
regulating a paper circulation, even with a 
reserve of coin and bullion as large as has or- 
dinarily been kept in circulation, and in the 
coffers of the bank, in this country. It ap- 
pears to me that the reasoning in that chapter 
may be applied generally, and that it can be 
proved, or rendered highly probable, that the 
value of the currency will be more uniform, in 
proportion as the quantity of the metals, com- 
pared with the paper in circulation, is larger. 

As these opinions are at variance with the 
plan which was first suggested by Mr. Ricardo, 
and has since been recommended by Mr. 
M'CuUoch, to maintain an exclusive paper cur- 
rency convertible into bullion only, and as every 
suggestion proceeding from those distinguished 
writers is entitled to respectful attention, I 
deem it incumbent upon me to examine, some- 
what in detail, the merits of that plan. 

In Mr. Bicardo's *' Proposals for an econo- 
mical and secure Currency," p. 8, is the follow- 
ing paragraph : — '' Amongst the advaptages of 
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a paper over a metallic circulation^ may be 
reckoned, as not the least, the facility with 
which it may be altered in quantity, as the 
wants of commerce and temporary circum- 
stances may require, enabling the desirable ob- 
ject of keeping money at an uniform value to be, 
as far as it is otherwise practicable, securely 
and cheaply attained*" Of the superior cheap- 
ness of paper as a material, there can be no 
doubt, and if there were no counter-balancing 
disadvantages in the fluctuations of value, 
attending the exclusive use of it^ this would be 
a sufficient reason for its adoption. 

Mr. M'Calloch, in his recommendation of^ 
Mr: Ricardo's plan, in die article Money, in the 
fiJB^^p/. Encyd. Britann., gives the following esti- 
mate of the proportion of bullion, which he thinks 
may be sufficient to secure the convertibility 
and the consequent uniformity of the value of a 
given amount of paper.— *'^ By declaring Bank 
of England notes to be a legal tender, and by 
obliging the bank to give bars of bullion to those 
only who made a demand for 1000/. or 3000/. it 
is nearly certain that the bank would be able to 
keep twenty^five millions of notes afloat, with 
not more thzn one or two millions of bullion in its 
coffers as dead stock." Here it is assumed as 
nearbf eertaifiy that two millions, and, in this 
view, it must consequently be qtdtt certain, that 
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five miUions of bullion would be sufficient to 
keep in circulation twenty-five millions of 
paper*. 

There would be, under this plan, as I have 
already endeavoured to shew with respect to 
our present system, no inconsidemble difficulty, 
under circumstances favouring an influx of the 
metals, to prevent an accumulation in the 
bank coffers, beyond the maximum of the 
amount proposed : for Mr. M^Calloch, in the 
same article, provides that the bank should be 
obliged to buy gold at 3/. 17^. 6d. or 81. 17«. 
But even admitting, that by a sufficiently forcible 
reduction of the rate of interest, such an addi* 
tion may be mitde to the circulation of paper as 
to stop the influx of gold f, and that there may 

* Mr. Rlcardo, in his evidence before the Lords' Com- 
mittee on Cash Payments, in 1819, with reference to his plan 
of bullion payments, by which he proposed to Jimit the obli- 
gation on the part of the bank to pay notes only of 50/., 60/., 
or 100/. value, or to a number of smaller notes, amounting, 
in the whole, to such a sum, gave it as his opinion, '* that 
three millions of bullion would, under good management, be 
amply siifficien^, nppn « suppp^ition of twenty-four miUions 
of Sank of EogliMid notes in circulation, "-—it/i^/e^ o/Evi" 
denccy p. 187. 

t When I speak of the circumstances determining an in- 
fluiL of the metals, I mean that there may be large returns 
;from abroad, to be made fo^ previous exports from this 
country} at the same time that, owing to good harvests of 
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not be danger, as well as inconvenience, in the 
attempt ; it is under the opposite circumstances 
that the greatest disturbance of the currency is 
likely to arise. 

With a bank circulation, then, of twenty-five 
millions upon a reserve of five millions of 
bullion, suppose (no impossible, nor even impro* 
pable case) that, owing to a failure of the crops 
at home, and the consequent necessity of an im- 
portation of com, or to over- trading of any kind, 
eaolra payments abroad, to the amount of seven 
or eight millions, are suddenly required beyond 
the sums due, and immediately available, to this 
country. But in addition to the sudden neces- 
sity for payments for an unusually large importa- 
tion, there may, if it be a period of war, be a 
large expenditure abroad by government, for 
subsidies, or for the pay of its troops ; or, in 
peace, there may be loans or other financial 
operations, such as the conversion of the French 
rentes, or extensive re-coinages abroad, which 
may still further swell the payments to ten 
milUons^ or upwards. 

Assuming then, that, under these circum* 
stances, extra payments are to be made within 
six or even twelve months, amounting to ten 

com, or a previous over-supply of imported commodities, 
the demand for the product of other countries is less than 
usual. 
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millions, how, I will as]c, are these payments to 
be made ? I am aware that it is ' commonly 
argued by the advocates for an exclusive paper 
currency, that foreign payments to any amount 
may be provided, by such a contraction of the 
paper, as will raise the value of the currency 
and depress the prices of commodities, thus 
causing an additional exportation, which will 
make the payments to the extent required. But 
no explanation is given of the process by whidbi 
such an increased exp6rt of commodities can be 
made with sufficient promptitude to meet the 
exigency, which is sudden and urgent. 

I am ready to admit to the fullest extent that 
can be desired, that the reduced prices in this 
country consequent upon the contraction of the 
paper, will eventually diminish the importation 
and increase the exportation. There is, in fact, 
no difference between the advocates of a papet 
currency and myself, as to the principles by 
which international exchanges are ultimately 
balanced. The only question between us is as 
to the extent of the disturbing causes, for which 
they make little or no allowance, while it is my 
opinion that these may occasionally be of con- 
siderable extent and duration. 

When foreign payments, to the amount above 
assumed, are to be made, the number of re- 
mitters beyond the number of drawers, causes 
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the exchange to fall to such a rate as makes the 
exportation of gold profitable ; and as, by the 
supposition there is no gold in circulation, the 
remitters apply to the bank for gold in exchange 
for its notes. 

Suppose, then, that by the contraction 
which the bank might find it necessary to make, 
in consequence of the fall of the exchanges, and 
the drain thence arising on its coffers, commo- 
dities should fall so much, that many, which it 
would not before have answered to export, ad- 
mit now of being sent abroad with a profit. But 
before the fall can be known i^ the East and 
West Indies and America, and the distant parts 
of Europe, so as to induce fresh orders from 
thence, several months must elapse. Or, if spe- 
culative shipments should be made, it is to be 
observed that these are not likely to form 
any immediate resource. It is the common 
course of trade, that a very considerable pro- 
portion of the manufactures of this country 
are sihipp^ either for account of our manufac- 
turers, or of our merchants who, through their 
agents abroad, sell the goods, whe^ they reax^h 
the markets, to the dealers and shopkeepers on 
credit ; so that taking the time occupied in the 
shipment, the transmission, the interval between 
jarrival and sale, and again between the sale and 
the expiration of the credit, a period of a year 
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and a half, or two years, may elapse before the 
funds arising from such shipments can be made 
applicable to foreign payments. Some increased 
shipments will, doubtless, be made to the 
nearer ports of Europe, and of these part may 
be for account of the merchants abroad. But 
all persons conversant with business must be 
aware that there is not likely to be any consi- 
derable increase of funds available for an emer- 
gency from this source. 

It would, perhaps, be tedious to enumerate 
all the reasons why it should be so. I will 
mention only one or two. The fall which, by 
the supposition, takes place suddenly in the 
price of commodities here, would have the effeict 
in the first instance of reducing the price of 
similar commodities which are held bb stock 
abroad, from the anticipation of an increased 
and cheaper supply from hence*. And, in point 
of fact, on such occasions of falling markets, 
there is little speculative demand. Another 

* Ab during the prevalence of confidence and Bpeculation, 
increased ahipments from this country are usually made on 
credit, the markets abroad are commonly glutted with our 
commodities, at the same time that the large speculative 
imports into this country create a glut here. So that when 
the revulsion and the consequent contraction of our cur- 
rency occur^ the fall of prices of our exportable commodities 
18 met by a correspoadiiig fall of that cIms of commodities 
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circumstance which prevents any immediate 
increase of drawers for shipments made in con- 
sequence of a fall in prices from the contraction 
in the currency, is, that the effects of so great a 
contraction in this country, must inevitably be 
felt in a depression of credit, greater or less, in 
the places abroad with which we have any 
considerable intercourse, and there will, con- 
sequently, be a disinclination to authorize drafts 
from hence to any great additional extent. That 
there will be eventually an increased export, 
there can be no doubt, but it is equally clear 
that a very small proportion only of it will be 
available as a means of making an immediate 
foreign payment. There will, likewise, even- 
tually be a diminution of imports ; but in the 
mean time an unusually large importation is 
forthcoming, in consequence of orders which 
had been sent from hence before the fall of 
prices, and for that importation it is that the 
payment is to be provided. 

After the explanation which I have here 
given, it must be obvious that there is hardly 
any conceivable degree of contraction of the 

in the foreign markets. And accordingly it may be ob- 
served that, in the majority of instances, the largest exports 
from this country have been in periods of the highest prices, 
and the smallest in the periods of a sudden contraction of 
the currency attended by a great fall of prices. 
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paper, upon such aa emergency as that which 
has here been assumed^ that would be. effectual 
in forcing so great an additional export of com- 
modities as would preserve the exchanges at 
any thing like their leveL While on. the other 
hand, in the case of a circulation consisting 
chiefly, or in large proportion, of coin, the 
Utmost liipit of the contraction would be the 
amount of the extra payments supposed ; as, in 
fact, the abstraction of so much coin would 
effect the payment ; but in the progress of the 
payment, the currencies of the places to which 
it was made, would, by the addition of so much 
specie, be more nearly assimilated in value to 
ours, thus diminishing the pressure upon the 
exchanges. And it may, therefore, fairly be in- 
ferred that, in the case of a circulation consist- 
ing of so large a proportion of paper, the con- 
traction requisite to keep up the exchanges, 
(even if this were possible,) and to preserve the 
convertibility of the paper, would be nearly 
twice as great as in the case of one, in which 
the bullion in the coffers of the bank, and the 
coin in circulation, were of such an amount as to 
admit of the greatest part, if not of the whole 
of the extra payment being made in specie. 

But before the contraction could be pushed 
to any thing like the extent requisite for this 
purpose, the notoriety of the drain upon the 
bank, and of the smallness of its reserve, would 
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create a run, from fears among the holders of 
paper for its eventual convertibility ; and the 
suspension of cash payments would be inevi- 
table. It is in vain to call this a panic, and to 
say that no system of banking can be proof 
against a panic. A panic is an apprehension be- 
yond the occasion ; but in the case supposed, 
there would be just ground for apprehension. 
The only rational foundation for confidence, on 
the part of the public, in a bank, is a knowledge, 
that the reserve is ordinarily of sufficient mag^ 
nitude to serve as a security against casualties 
and emergencies. Now a reserve of one-tenth, 
or even one-fifth, would present no such secu- 
rity, and would naturally lead to the recurrence 
of frequent alarm and periodical suspension. In 
the event, therefore, of a contraction to meet 
foreign payments, the drain would be increased, 
and the effects of the contraction aggravated, 
by the necessity which the bank would be under, 
of supplying bullion to the circulation ; while, 
in the case of a circulation, in which there was 
a large {proportion of coin, the effects of a drain 
upon the bank, whether from previous excess or 
from any unusual foreign payments, would ad- 
mit of being counteracted and speedily reme* 
died by supplies of coin from the circulation*. 

* If an amount of bullion, adequate to the purpose of 
making the pa3rment, were in the coffers of the bank, the 
contraction might be less, than if the whole or the greater 
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Of the comparative facility with which the 
coffers of a bank which has sufltered too great a 
reduction of its reserve by imprudent issues of 
paper may be replenished out of a circulation 
consisting in great proportion of coin^ notwith- 
standing a coincident demand for large payments 
abroad, a strong instance is afforded in the case 
of the Bank of France, in 1817 and 1818. The 
circumstance is thus stated in Mr. Baring's 
evidence, in March 1819. (Vide Report of Lords* 
Committee on the Resumption ofCash Payments, 
p. 103.) Speaking of a drain which that bank 
had experienced, he Says :— " Their bullion was 
reduced, by imprudent issues, from 117 millions 
of francs to 34 millions of francs, and has re- 
turned, by more prudent and cautious measures, 
to 100 miUions of francs, at which it stood ten 
days ago, when I left Paris. This considerable 
change took place since the first week in No- 
vember, when the amount of specie in that bank 
was at its lowest. It must, however, be always 
recollected that this operation took place in a 
country^ every part of the circulation of which 

part were to be taken from the coin in circulation. But as 
it might happen that when the occasion for a sudden pay- 
ment should arise, the treasure in the coffers of the bank 
might be below its average amount, there would be no secu- 
rity against their exhaustion, unless the circulation were 
abundantly supplied with coin. 
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is saturated with specie, and, therefore, no in- 
ference can be drawn in favour of the possibility 
of so rapid an operation in this country, where, 
owing to the absence of specie in circulation, 
the supply must entirely come from abroad ; for 
in Paris, though some portions may have come 
from foreign countries, the great supply must 
undoubtedly have come through all the various 
small channels of circulation through that 
kingdom." 

Again, in the same Evidence, p. 105 : — 
** Q. Has not France, after two years of great 
scarcity in corn, and two years of foreign con- 
tribution, been able to contribute a proportion 
of the precious metals to the wants of Russia 
and Austria? 

^* A. Undoubtedly, the precious metals have 
been supplied from France to Russia and 
Austria, and shipped, to a considerable amount, 
to America, notwithstanding the payments to 
foreign powers, and very large payments for 
imported corn, whilst, at the same time, wine 
having almost totally failed for several years 
past, they were deprived of the most essential 
article of their export." 

And, in reference to these payments, in the 
preceding answer, Mr. Baring states, that they 
** produced no derangement whatever of the 
circulation of that country (France)." 
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It may not be unimportant further to remark^ 
that the state of the currency in France, ever 
since the suppression of the assignats, appears to 
be decisive of the great advantages attending a 
metallic circulation, in times of political diffi- 
culty and danger. On no one great occasion 
did her efforts appear to be paralyzed, or even 
restricted, by any derangement of the currency; 
and in the two instances of her territory being 
occupied by an invading army, there does not 
appear to have been any material fluctuation in 
its value. 

To this facility of resource, and exemption 
from great disturbance of the currency, arising 
out of a large circulation of coin, the derange- 
ment which took place in the currency of the 
United States of America, very soon after the 
breaking out of the last war with this country, 
presents a striking contrast. Upon the first pres- 
sure of financial difficulty, nearly all the banks, 
notwithstanding the utmost efforts to contract 
their paper, suspended their payments in specie. 
And this circumstance was not only felt, in 
greatly embarrassing the government of ' that 
country in its operations during the remainder 
of the war, but entailed a very unsettled state; 
of the currency for some years after the termi- 
nation of hostilities. 

It would appear, therefore, that a currency. 
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consisting chiefly of paper, requires a much more 
violent degree of contraction to meet the occa- 
sional emergencies of sudden payments, than is 
necessary in a circulation cimtaining a large 
proportion of coin ; and that there are emergen* 
cies of no improbable. occurrence, in which the 
utmost possible contraction . would be insufii* 
cient to preserve the convertibility of the paper. 

This difficulty, or rather, I should say, impos* 
sibility of meeting many conceivable exigencies, 
without a large reserve of gold and silver, seems 
not to have occurred to the advocates for a cur* 
rency consisting of paper circulating upon a 
very small reserve of bullion, as an objection to 
their system. They have overlooJced the ob- 
structions, which distance, habits of trade, 
legislative restrictions, and various casualties 
and miscalculaticms, that are inevitably inci^ 
dental to all extensive commercial relations^ 
interpose in the way of such an immediate ad« 
justment of international payments, as ought, in 
their view, to supersede the necessity for the 
transmission from one state to another, of any 
considerable amount of bullion. 

It may, perhaps, be said, that the late crisis 
has been felt in France, in the Netherlands, and 
in Hamburg, as well as in this country, and in 
the United States of America ; and that, there- 
fore, no argument can be drawn from it against 
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our paper-system. That the crisis has been felt 
in other places, I am quite ready to admit, and 
I have formerly had occasion to notice an in* 
stance of a great .derangement of credit in 
Hamburg, arising out. of speculations, which 
appear to have had their origin in that city* 
But the occurrence of such instances of derange- 
ment is comparatively rare, cmd, as applied to 
a city like Hamburg, is not strictly analogous to 
the case of disturbance of the value of the cur- 
rency in an extensive and populous district or 
country. Hamburg is a mere cluster of mer- 
chants, of a highly enterprising character, among 
whom, there are considerable dealings on credit, 
and where the trade is consequently subject to 
great vicissitudes *. 

There have also been extensive failures at 
Paris, Amsterdam, apd Berlin; and there has 
been a general rise in the rate of discount in 
those places. But. these failures were chiefly 
among the speculators in the public securities 
of the different states of Europe and America. 
Now these public securities are neither more 

* The instances of Hamburg and liyerpool, of whick 
Liyerpool is the most remarkable for its enterprise, and its 
rapid progress in wealth and population, are decisive as to 
the inference, that banks of circulation are not essential, 
as has been supposed, to the developement of commercial 

activity and adventure. 

1 2 
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nor less than annuities, which depend upon the 
rate of interest for their market value, and, in 
their turn, produce a temporary influence on 
the rate of interest; and, as these annuities 
form one of «the most extensive classes of ob- 
jects of interchange between Londt)n and the 
great commercial cities of Europe, it is quite 
clear that the operations of the former must, 
from their relative magnitude, influence the 
latter; consequently any great fluctuations in 
the funds, which produce extensive failures, and 
a rise in the rate of discount, here, must pro- 
duce some corresponding effect on the places 
which I have alluded to. But, in the instance 
of none of those failures, does any general de- 
rangement of the currency appear to have been 
experienced in the countries or districts adjoin- 
ing to those cities. And, although the rate of 
discount rose abroad, that rise indicated the 
utmost rate paid for the use of monied capital. 
Wheteas, during the crisis in this country, the 
real rate of interest must be considered as having 
been very much higher, as I have before stated, 
when alluding to the ruinous expedients which 
were resorted to in order to evade the oppres- 
sive restrictions of the usury law. 

But it may be further argued by the parti- 
sans of an exclusive paper circulation, that the 
great fluctuations in the value of the currency 
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which have occurred within the period now 
under discussion, may be ascribed to the very 
imperfect and insecure grounds on which the 
paper of the country banks in England has 
been issued, and to the injudicious manner in 
which the issues of the Bank of England have 
,been regulated. 

I am certainly no advocate for the mode of 
management of the circulation by the Bank of 
England, and I am ready to give up our country 
circulation as being nearly the worst conceivable. 
But I have already endeavoured to shew that 
there is no test by which an excess in the issue 
of paper can be determined with certainty, till 
an interval greater or less after the excess, has 
elapsed. Now, as all former experience, as 
well as the very nature of a paper currency 
issued by banks, leads to the conclusion that 
they will extend their notes to the utmost limit 
of the amount which the circulation will tempo- 
rarily absorb, there seems to be no reason to 
suppose that under the circumstances, such as 
I have before described' them, favourable to the 
extension of country notes, the issues of paper 
might not, and would not, have been carried as 
far by banks established on a solid foundation as 
they have been by banks on a weak foundation*. 

* It will, perhaps, be objected that there has not been so 
much over-issue of paper, nor so much eventual contraction 
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There would, therefore^ have been a necessity 
for an eventual contraction, as great at least as 

in Scotland and in Ireland as in England. That there has 
been over-issue and consequent contraction in both is certain ; 
in what degree I have no n^eans of estimating. There does 
not hitherto appear to have been so much overtrading in 
those parts of the kingdom as in this ; although, perhaps, 
even upon this point it is yet too early in the subsidence of 
the crisis to judge. That Scotland is, notwithstanding the 
superiority of her system of banking, liable to overtrading, 
and commercial distress may be proved by reference to 1814 
and 1815, when the failures at Leith and other towns of the 
north, rather exceeded those of the south. In Ireland the 
disasters which attended her banking-system in 1820, may 
have been sufficiently recent to preserve her from so great an 
excess of paper as might otherwise have been cirpulated there. 

Since the above part of this note was written,, accounts 
from Scotland state that commercial distress is beginning 
to be most severely felt there. The following extract is 
from the Glasgow " Free Press" of the 18th of January, 
1826 : — 

"The distresses that we ventured ta predict as likely 
to result from the money panic, are now overflowing in 
every quarter, and many highly respectable merchants, ma- 
nufacturers, and traders, find no little difficult)' in keeping 
their heads above the water. The lessening of the amount — 
the limiting of the time — and the increasing of the rate of 
discounts, are severely felt in Glasgow; and within the 
short space of twenty days, nearly the sa,me number of 
houses are reported to have fallen in consequence. The 
state of business in Glasgow is as gloomy as it can well 
be imagined. This is an awful fact, and a fact, the publica- 
tion of which, at an earlier period, might have augmented the 
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that which has actually been made. The con- 
traction would not indeed in such case be ef- 
fected, as it has. beeti, through the medium of 
th)e failures of country banks, and would therefore 
not be attended with the peculiar description 
of distress which has recently occurred from 
those failures. But, it is clear that there would 

* < • ' 

evil ; but it is now top notorious for further concealment. 
Complaints ar^ heard on every side, and the distress appears 
to be not only grievous, but general. To specify particular 
branches, even if We could do so, would be imprudent, but 
we confess that we cannot. All are alike affected; and 
though some have borne it better than others, it is not be- 
cause those have had less to bear, but because these have been 
less able to bear it." 

By accounts of a still later date it appears beyond a 
doubt, that the over-issue, the over-trading, and consequent 
revulsion have been nearly if not quite as great in Scotland 
as in this part of the island. Hie following is an extract 
of a letter addressed to myself by a gentleman who is a 
partner in. anxextensive manufactory at Glasgow. 

" Glasgow, llth Feb. 1826. 

" Scotland^'notwithstanding the solidity and respectability 
of her banks, is suffering as much from an over-issue of 
paper as our sister kingdom. Until very lately bills were ge- 
nerally discounted by the banks at six months, and in many 
instances, at nine and twelve months, which has led to an 
over-trading in every branch of business ; and we are now 
suffering severely under it. I trust that notwithstanding the 
clamours of a few interested individuals, Scotland will not 
be excluded from the benefit about to be conferred on Eng- 
land by the removal of the small notes from circulation." 
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be the same depreBsion of prices, whether the 
contraction were effected through one me- 
dium or another; as it is by the means of 
general prices alone, that the adjustment of the 
level can take place. This degree of fluctuation 
which must periodically occur, is, as I have 
shewn, over and above that to which a metallic 
circulation is liable. 

Viewed therefore in every light in which the 
subject can be placed, the conclusion strikes 
me to be irresistible, that the liability of a cur- 
rency to fluctuation in value, will be the greater, 
as the basis of the metals in proportion to the 
circulation ol* paper is smaller. 

Upon the great moral evils arising out of ex- 
tensive fluctuations in the value of property, as 
there is not, I apprehend, any difference of 
opinion, I will not dwell further than to observe, 
that, in as far as the liability to the occurrence 
of such fluctuations is greater with a paper 
than with a metallic circulation, this ought to 
weigh heavily against the consideration of the 
pecuniary saving which is the only object pro- 
posed by the substitution of the cheaper 
material. 

But in truth, a great waste and positive loss of 
national wealth attends all such changes, by the 
misdirection of capital and industry which they 
occasion. 
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Of the misdirection, which the artificial ex- 
citement to speculation, incidental in so much 
greater a degree to a paper than to a metallic 
currency, is calculated to give to capital and 
industry, a memorable instance is afforded by 
the transition which we have recently experi- 
enced, and from the efiects of which we are still 
sufiering. 

If a computation could: be made of the losses 
that have been sustained within the last two 
years, — ^by the excess of prices paid to foreign 
countries for commodities*, beyond what those 
commodities are worth for home consumption 
or exportation, — ^by the fluctuation in the de- 
mand for labour, at one time elevating manufac- 
turing wages beyond the rate which the eventual 
price of the manufactured goods could afford, 
and then depressing them so much, and throw- 
ing so many workmen out of employ, as to 
occasion an increased burden on the poor-rates, 
— by loans to foreign states, which present no 
adequate security for repayment, — ^by schemes, 
which upon a large outlay, hold out no prospect 
of any net profit, — ^by rendering the commodi- 
ties produced with a view to the consumption 
of particular classes, of reduced value, by the 

* I have seen computations, by which it appears, that in 
the article of cotton alone, the loss amounts to upwards of 
two millions and a half. 
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diminished demand, consequent upon the altered 
condition of a large proportion of the indivi* 
duals constituting those classes — ^it would be 
found, I suspect, to amount to an enormous sum. 
And if the proportion of suih losses, not only on 
the recent occasion, but on many other similar 
occasions which have occurred in our commer- 
cial history for the last fifty years^ as can 
be fairly ascribed to the difference between a 
paper and . a metallic circulation, admitt<ed of 
being accurately computed, I am fully convinced 
that; as a mere question of national wealth, 
the balance of loss would be greatly against the 
former. 
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SECTION VI. 

Upon the Defects in the System of our Circulation, which 

call for an Immediate Remedy. 

Such and so great being the evils which seem 
to be inseparable from our present monetary 
system, and infinitely aggravated as these evils 
have been and are liable to be again, by errors 
in the administration of it, it will, when the 
whole subject comes before the legislature for 
consideration, upon the nearer approach of the 
termination of the present charter of the Bank 
of England, become a question of the greatest 
importance, to determine whether the whole of 
that system, as connected with the circulation 
of promissory notes, ought not to be entirely 
re-modelled. 

In the mean time there are two specific evils, 
which are severely and extensively felt, and of 
which the remedy is so obvious and easy as to 
admit of being immediately applied. 

One of the evils is that to which I have 
already alluded, uz., the secrecy and mystery 
in which all the proceedings of the Bank of 
England are enveloped. 

While that secrecy prevails, all investments 
of capital, all mercantile engagements^ and all 
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contracts of whatever kind, are exposed to an 
element of uncertainty, in addition to any other 
that can have been in contemplation : and plans, 
otherwise well combined, may be defeated by 
some great operation of the bank upon the cur- 
rency, which, if it were known and exposed 
to public scrutiny and discussion, would either 
be quickly abandoned, or would admit of being 
appreciated and acted upon. 

It may, I believe, be set down as a rule, that 
the administration of all institutions, of which 
the functions or operations, in any degree, 
affect the public interest, ought to be constantly 
and strictly subjected to the supervision of the 
public. Such supervision is the only effectual 
safeguard against errors and abuses. Next to 
the administration of the state, there is no 
administration of any office so immediately and 
extensively affecting the interests of the com- 
munity, as that which is intrusted to the persons 
who are invested with the privilege of issuing 
paper-money, and who, by the manner in which 
they exercise that privilege, have it in their 
power to produce great changes in the property 
and condition of every individual in the kingdom. 
No man, nor set of men, ought, in my opinion, 
to be intrusted with that privilege : but being 
so intrusted, their exercise of it ought to be 
subjected to the constant control and correc- 
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tion of public opinion. Such publicity would 
enforce a steady and consistent adherence to 
some settled rule, the uniform operation of which 
the mercantile world mi^ht understand and be 
prepared for. There is no reason whatever why 
the accounts of the Bank of England should not^ 
be published with as much fulness of detail as is 
exhibited in the accounts published half-yearly 
by the Bank of France. As a specimen of the 
latter, I insert, in the Appendix, E. a copy of 
an account for the last half-year, as it has re* 
cently been rendered. A statement of this kind 
ought to be required, not only from the Bank of 
England, but from every bank in the kingdom, 
which is allowed to exercise the privilege of 
issuing paper-money. 

The other evil which calls most urgently for 
immediate interference on the part of the legis- 
lature, is the state of the country circulation. 
Some security ought forthwith to be provided 
against the recurrence of failures of the country 
banks, such as those which took place in 1810, 
1815, 1816, and lately, in 1825. If the Bank of 
England would consent to give up so much of 
its exclusive privileges as would admit of the 
establishment in England of banking companies, 
on the footing of the chartered Companies in 
Scotland, the present country banks might be 
entirely replaced by banka on a different footing. 
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and of unquestioned stability. But as such a 
concession on the part of the Bank of England 
is not likely to be made, some other measures 
ought, in the mean time, to be adopted. Every 
country banker ought to be called upon to give 
some pledge of his ability to pay on demand 
the notes which he may be permitted to issue. 
Whether this object of security would be best 
attained by requiring a sum to be invested in 
the funds, or by any other method, it would lead 
me too far at present to inquire. 

But whatever may be determined upon as to 
the expediency of providing additional security 
for the general circulation of the country banks, 
there is one part of that circulation which ought 
not, upon any footing, or with any modification, 
to be any longer tolerated. I mean the notes 
under 5L These ate,- in every point of view, a 
most objectionable medium of exchange. They 
are imperfectly convertible into coin, as, for in- 
stance, in the case of Mr. Jones and the Bristol 
Bank, last spring; and, I believe, many instances 
of difficulty, short of absolute refusal of pay- 
ment, might be cited ^. They offer greater 

4 

* Since writing the . above, an instance has occurred in 
which a demand, even upon the Scotch Banks, for coin or 
Bank of England notes, in payment of the local notes, was 
made the subject of angry animadversion by an Edinburgh 
paper the Edinburgh Evening Coumnty of Jan. 7. While there 



127 

facilities for being issued in excess than notes 
of a higher denomination ; and they almost 
invariably exclude specie entirely from the 
districts where they pass current. 

But leaving out of the question the considera* 
tion of fluctuations in the value of, the currency » 
some protection for the lower classes against 
the severe losses to which they have so often 
been exposed, as the holders of small notes, 
when the banks issuing them have failed, is im- 
peratively called for. 

It is quite idle to contend that the lower 
classes have the option of refusing to take the 
country notes. Practically, in the great major 
rity of instances, they have not and cannot have 
any such option. But if there is any object 
more important than another for which the go- 
vernment of every state has been, invested with 
the exclusive privilege of coining money, it is 
that of protecting the lower classes of society, 
who are little competent in this particular to 
protect themselves, from the risk of loss in re* 
ceiving their stipulated wages, or other pay- 
ments. And this function of the sovereignty, of 
issuing coin, which, under the strongest sanc- 

is any feeling of this sort of the harshness of demanding coin 
for the notes of a bank, such notes are more or less imper* 
fectly convertible. 
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tions, certifies to every member of the community 
the weight and fineness of the money which 
he may be entitled to receive, is justly guarded 
against the interference of private individuals 
by the severest penalties. But by a strange 
inconsistency, while such care is manifested to 
secure the community from being imposed upon 
by metallic money of less than standard-value, 
every adventurer who chooses to follow the 
trade of a banker, is allowed to issue a spurious 
paper-money, which having neither intrinsic 
value nor any adequate security for eventual 
convertibility, is in too many instances, neither 
more nor less than a fraud : a fraud of which 
the most numerous, and most helpless classes, 
and those who can least bear the loss, are mb^' 
commonly the victims. 

Important and urgent, however, as are the 
considerations of policy, in respect to the value 
of the currency, and of justice, in respect to the 
protection of the lower classes, which d4oUt<b ' 
the suppression df the small coim'bry notes, i« i«ir 
to be feared that the same influencie which has 
on other occasions been successfully exerted 
against improvements in our commercial or 
financial system, will be brought into operation 
against this. The country bankers, who are 
supported by the power of the landed aristo- 
cracy, had influence enough to throw out a bill 
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which was introduced some years ago into Par- 
liament, for affording greater security to the 
public in the circulation of country bank notes 
under 6/. And we may expect that no efforts 
will be spared, and no sophistry left untried, in 
the ensuing session, to prevent the suppression 
of that class of notes. I have little doubt that if 
such a measure had been proposed and carried 
last spring, during the apparently prosperous 
state of the country, the recoil of prices, the rise 
in the rate of mt^rest, and the general stagnation 
that have recently taken place, would have been 
ascribed to the actual or prospective operation 
of that measure. If the measure should be 
proposed in the ensuing session, it will be 
pertinaciously objected that the country is al- 
ready suffering under all the effects of reaction; 
and it will be said that we ought not to aggra- 
vate the distress arising from a contracted cir- 
culation by perpetuating that contraction. And 
of this we may be assured, that whenever this 
salutary alteration be made, as sooner or later 
it must be, the effects of it will be grossly exag- 
gerated, and whatever^ coincidently with, or soon 
after, may be untoward in the aspect of finance, 
commerce or agriculture, will be wholly ascribed 
to that alteration *. 

* It is, in my view of the subject, a matter of great and 

K 
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The princdpii} source* of exaggeratioii asito 
th^ effects o£ tbe suppression of the small notes, 
ift in. supposing that such a measure would have 
a great and permanent influence in reducing the 
price, of ^ricuUural: produce^, and of common 
ditias. in, general. That prices coulid nothwre 
j;isen so high as they did in the two last years, 
without^ a3 with,. that class of notes, I am per^ 
fectly jceady tOisdmiit^ but neijbhec, on the othef 
Jhand, would they now have. been so k^. Itsm^ 
ycmly a greater • range of fluctujdaon^ and not a 
l)ighec permanent lev^l of. prices, that can be 
produced by the substitution, of paper for gold 
and jsilver^ in. .that.. part of the circulation. To 
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serious regret that the p^ vilege of tl^e coanti<y ba9l^s t^ issue 
1/. and 27. notes was not suffered to expire af the time 
prescribed for the cessation of it, by Mr. Peel's Bill. No 
titnev indeed, could have been more fit for its discontinuance 
than that. IVices had already reached their liiiinimum, as 
compared with. the. prioea *ofi .the rest of th^. commeroial 
world; an4j witty)ut ajny effort oi; sacrifici9,.the^ v^bjh al* 
ready so great a surplus pf gold in the ccfffers of tb^ B^k 
of England, as to have admitted of its supplying as much 
as would have fully filled up the chasm created by the 
witiidrawing of tie small country notes,' without reducing 
ita own- circulatioii of paper. ' The country banks were, 
ttiemselvesi pT/^pared for tha measure,, a^d- there. seems no 
reason to believe, that if it had been.cwied. intQj.«Ket 
cution, it would have had the slightest sensible effect in 
« further depressioiiL of prices. 
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<he value of gold, in the rest of the worlcJ, our 
pa^er must conform as long as i^ is convertible, 
although the interval tluring which it may di« 
vbrge from thkt valtie, ovring to a t)artial excess, 
may be greater, ais i have end^avotired to prove, 
th&n i*k commonly^ stipposed. But exactly, by 
the'^aniti* readcMiing by ^hich it is Bhewh that 
there' riiky dfeeasionally be ail enlargement of 
*he circulation of paper beyorid ' what is eviii' 
tually found to be teonSiittent with pi-eservihg aii 
unifilnrttiity with th6 value of gold ih the ^est of 
Hie>*i6rld;'lt inevitably follows, Ihact ih propoi'- 
tion to the degi^ee of excess?Ve enlargement, 
niust be tfie evehtual c6nti^ctidn 6f the wiole 
circulating medium below the level from whence 
thie! e!xc^ss began ; the level; or the average of 
prices, being still determined by the value of 
gold. 

The only question, therefore, is, how far the 
value of gold would be raised by the absorp- 
tion of so much as would be requisite to supply 
the place of the small notes ? The grounds upon 
which any answer can be given to this question 
are, of course, vague, as something must de- 
pend upon the estimate which may be formed 
of the quantity of gold which will be necessary 
for the purpose. The utmost (imputation of 
this quantity, however, would hardly raise it to 

K2 
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ap iftcx^Bfid. economy in the use of a\ich purr, 
n^ucjy. avd tbat the reserye of the ^^ of^ 
Ei^glfind need npt.be so large, wh^ (here is, 
up country circulotipn, oC !'• w4. ^- iiotes. As- 
^^uxung, as I think I may most ponfi4ently, tbi^t 
eight millions of gold is the. utmost that wou}d 
^ requisite for the purpose it can only be an 
iqi^nehension magnified by the bigotry of self: 
interest, which could lead to the 8upposition« 
that such a 9um, taken from the whole amount 
of the metals in the world, would produce any 
s^sible influence on bullion prices. 

Howe ver inauspicious in appearance, the pre- 
s^ent, I am satisfied, is a season, which though 
not so favourable as 1822, is one, in which the 
privilege of circulating country notes under 51 

* This now appears to be an exaggerated computation. 
The Chancellor of the Exchequer in proposing his resolutions 
to the House of Commons, on the 10th of Febmary, for the 
er«itaal suppression of small country notes, stated his belief 
that the average amount in the three years ending the 
6th of January, 1826, had not exceeded six millions, but that 
the, total amount at the presi^t moment was considerably 
less, he thought not more than four millions. According to 
this estimate, five millions of gold would, from the consider- 
lition mentioned in the text, be the utmost that would be re- 
quired to supply the void created hy the final withdrawing of 
^ose notes. 



133 

mdy {iiaer giving dae hdtice) be res^itidea Witfi? 
less disadvantage, than prdbibly at any miefven- 
ihg period prior to thie time «t \ir^cb 'tha'f 
privilfegfe %iU cea»e, by Vbe *proTi«iohfll fiff'-tliJ 
eifstinf ka. ' tK€ ciriulatidn of thiskSiaSs oP 
Mes* B; i^ conseq\i^n'<i& of tlie lAf e fillilar^,' h^>^ 
reduced to ks low an amouirt ^k it is '^Km^i\^flB9l^ 
that it can be, at any timet hereafier/li^fi^re iti^ 
final extin<!tibn. And t6 r^fpH^m it> tti@ti3(^^ 
with coin; will probably recjliife-a^ittaltter^^teix 
i^ptidn of gold and silver ihkn^P tky^^f^ 
pbriod. ' \ ^ " " ' ' '-■ -"^ -iUlo 

With regard to any r^n^y lis spfeciJSbal^ 
applying to the existing ^t&te^ of ^diMi^s&^fli^e 
none to' propose. The evil ardse o^t \)r€ij^ 
excess of paper and credit. The only cute is^Jtt^ 
the remcyvai of that excess. The o^em^io«[ 
removal, however salutary in the end, is painful 
^n the process ; but I am not aware of any other 
mode of arriving at a sound state. The sp|e^ 
object of the suggestions; which I have ven<t^red« 
to ofier, is to diminish the diance of a recnrm 
rence of the disorder. '-^^ 
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In the short interval which has elapsed since 
the first publication of the preceding pages, 
events of considerable importance, in their in- 
fluence on the actual and prospective state of 
the currency, have taken place. 

Parliament has . met. . The derangement of 
the currency, and the propriety of restoring 
the circulation to a more secure footing, were 
among the prominent topics in the King's 
Speech, and have been the objects which en- 
gaged, the earliest attention of the legislature. 

The measures now in progress through Par- 
liament, founded . upon resolutions brought 
forward by ministers, and sanctioned thus hx 
by a great majority of vboth Houses are, — 

The relaxation of so much of the privileges 
of the . Bank of England, as prevented the esta-» 
bliriunent of banks having more than six part- 
ners. This relaxation^ however, not to apply 
to places within sixty-five mileis :of London, nor 
to admit of the formation of joint-stock, compa- 
nies with a limited liability. 

The prohibition of the circulation of country 
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notes under (ive pounds, after ApriU 1829,< and 
the cessation from this time of the issue of any 
stamps for that class of notes. 

The prohibition of the dating of Bank of 
England notes under five pounds, originally 
fixed to take place from the 5th February la^it, 
but «ince extended to the IQth October nbxt ; 
the circulation of them to cease cxnncidently 
with. the country small notes, in 1829. . 

Of these measures, the most important is 
that which relates to the country notes imder 
five pounds ; and the resolution of tbe Houde of 
Commons for the suppressioil' ci that most ob-^ 
jectionable description of our paper currency^ 
having been passed by a triumphant majority; 
was considered as the earnest c^f a settled p^r-> 
pose» on the part of governmieiit and of the 
kgislatnre, to proceed, as far as oipoumstances 
would [iermit, in a progressive > ^amelioration of 
^vac preheat very defi^stive monetary tystem« 
But s^ne degree of doubt has beeuTaised as to 
^ firmness, if not the nncerityt of the resolu- 
tidn to' that effect^ by the estensioa 6f time 
which has since been gvalited to the Bank of 
Esj^and for the dating of dse'slnd two poind 
notes, till the 10th October next 

It may be, as it has been, said in defence of 
this departure from the principle which dict^kted 
the immediate cessation of the issue of stamps 
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for the country small notes, t^at an lextension 
of the Bank of England one and two pound 
notes is urgently called for, to supply the va- 
cuum in the coif ntry circulation^ occasioned by 
the discredit of the local notes. Allowing the 
utmost to this plea, it may be observed that the 
urgency of the purpose must be answereii long 
before the lOth October nesrt, while, by grant- 
ing such a length of time to the Bank of Eng- 
land, for preparing and issuing their small 
notes, the circulation may be so saturated With 
them, as to render the eventual substitution of 
coin for those notes a matter of great diffi- 
culty. It is possible, and even probable, that 
the bank may not abuse this power ; but why 
g^pa&t such power, when the mere liability to 
tiie abuse* of ft may serve to cast a doubt upon 
the practicability of a return to a metallic basis 
for that part of the circulation ? If this modifi- 
cati4>n had been a part of the original plan, 
attihough tHe same ol^ection would have applied 
to the length of time proposed, it could not 
h»m^ been made a ground, as it now unfortu- 
niately may -bQ, for imputing to ministers a wa- 
vering in the bourse vdiich they had undertaken 
to pursue. 

With regard to the concession by the bank, 
of allowing more than siK partners in places 
beyond «ixty-flve miles from London, it is 



140 

an improvement, as far as it goes, and the 
public must be thankful to that estaUishment 
for even this relaxation of its privileges ; but I! 
am inclined to think that the sacrifice liljely it> 
be entailed upon the bank, and^thi^ benefit t^ 
be derived by the public fi'om that bon<^fe8di(in, 
are alike insignificant. The foct, that anlcfng 
all the country banks there were, according to' 
the last Parliamentary returns, only twenty^ 
five which had so many as six partners, "apf-^^ 
pears to be decisive against the probability^ 
of any material addition of partners or ac- 
cession of capital to the provincial banks, itii 
consequence of this alteration of the law. Fof . 
if, previous to this alteration, while . the inoti^^^ 
to form, and the facilities for extending, bahkilbg 
establishments were at their height, thetd was 
so little inducement to individuals to risk theii^' 
whole fortune, by entering into partnership evti^ 
to the number of six, is it likely that, now th^ 
the facilities are so much diminiished, dnd* tBer^ 
hazard attending all banks of d!rcu)Mion s(r' 
much more apparent, there should be a dispd-^^ 
sition to unite in more extensive partnersfaipiaf ^ 
The more numerous the partnership, the smaller 
must be the share of profit to each,, and the' 
smaller, therefcnre, the inducement to any jpiiiV' 
son of large property to risk it in such % IMi-^^ 
ness. The more numerous, too, tibie partn6trs, the ' 
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gl^tftr wojuld be^the difficulty, to, all ,but tjbose 

Bef];5?ct iqwRicy in-tl*^ accauntSr*qd,t)f«rforp-» 
i»g i^t 5frp4i?fitial jeg»r4 lb? ss^fety ia. thOomodi^ 

J.lj^y^.^lfea^y MAcHjqasipn tp statf?: my opi- 
inqn pf A^. 4^ffip^lty of regulatipg aay Qircvlatioa 
\fbich )Q^4es a larg^ prpportiop of promi^tspry 
iipte^ jj^uejd through, the medjium of credit ; b^t 
in ^ &r u such a circulatiqn ipay be . ii^cie^- 
s^rjf wbichi tp a certaia extent, I bejli^ire it i^, 
undef* the circttmstauces of this country, I have 
no hesitation in sayings t^iat the only tolerably 
s^p^re footing on which the issijie of promissory 
nptp^ performing the functions of money, can 
be conducted^ is that of joint-stock companies. 
Whether these companies should have ^charters 
or npt is immaterial. The essential pqints are». 
the limitation of the responsibility of the prp- 
pcietorjs to their respectiye shares,, and the re«- 
stivctions and regulations to which the con^pa^ 
nies might be subjected by the legislature, as 
the condition of the privilege to be granted* 
The es^Dxption from liability beyond the sub- 
scription, would operate as an inducement ta 
many persons of respectability and property to 
join in such establishments as subscribers, who 
would not, on any consideration, risk their for- 
tunes as partners ; and the presumption is, that 
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in every district sufficient numbers niight be 
found for the formation of establishments fully 
adequate to supply the neighbourhood with a 
convenient medium of exchange. 

At the same time, the legislature, in granting 
the privilege of forming a company with a 
limited respon^billty, might prescribe such 
conditions as would ensure the constant sol- 
vency, the regularity, and the prudent manage-' 
ment of the concern. 

The first point, which is that of the solvency, 
would be secured by requiring ia the first' in- 
stance a minimum, greater or I6s8 according to 
the -probable extent of the circulation, of sub- 
scribed capital, a certain proportion of. which 
to be actually paid up and invested itt securi- 
ties to be pointed out/ with a certain latitude 
to the managers in the selection of sdch secu- 
rities. It might be further prescribed on this 
point, that, in the event of losses redticing the 
invested capital below what might be deemed a 
sufficient security to the holders of the ilotei^; 
an additional call should be made,' not exceed- 
ing the sum subscribed. Or if the whole sum 
subscribed had already been invested, and this 
were insufficient, then to provide other obvious 
measures to the same end. 

The next point, that of regularity in the 
proceedings and in the management, Qiigbtbe 
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Quforc^ by rendering it imperative upon the 
CQmpaay to adopt a set of rules for its constt*- 
tution^ formed upon the most approved models, 
subject to modifications which any local pecu> 
liarities might suggest. 

And) finally, the .prudent regulation of 
i^ujes,, and a general propriety in the conduct 
Qjf the coAcern would be ensured by a measure 
which I have^ before.. suggested, and which I 
am since sanctioned, by the highest auth€|ritieB 
ip thiul^g should be an iudiapensable condi-* 
tioA jin the establishment of any Joint-Stock 
JSapking Company* 

The condition to which I aUude> is that of 
rei^dfiriqg accounts half-yearly,, of the resnh 
of all their transactions, and of the actual state 
of.tl^ir fimds and engagements ; such accounts 
to be rendered in the first instance to, the 
propriety's, md then, to be, published for 
the infGtrmatioA.and satisfaction>of the. holders 
pfi the Qotes« This publioity would afford 
the only wcurity that the . case admits^ of 
agaiMt. undue iaaues or over*trading of . any 
kind ; and the information thus to be de(riye4 
would he. of great advantage, as weIl<to goven^ 
ment with reference to its financial arr^ge- 
mentfi^» as to the Bank of EngisHid with reference 
to the regulation of its issues. 

Banks subject to such regulations might be 
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ettabliflhed in every great town or district^ va- 
rying in number and extent according to the 
wants of each neighbourhood, and would ad* 
minister as sound a currency as is conosCait 
with any circulation of promissory notes. 

But the privileges of the Bank of England 
are still opposed to this great improvement in 
our system. Since, however, the directors and 
pn^rietors of that establishment have shewn 
a dii^Kwition to defer so far to public <^inion 
as to relax a part of their privileges, where 
such a relaxation did not entail any great sa- 
crifice of their interests ; it is to be hoped that 
they may yet go a step further, and extend the 
relaxation so far aa to admit of the formation of 
Joint- Stock Companies. 

If, indeed, the Bank of England were to be 
satisfied that it could establifib branch4Mmks 
of its own with profit and security, and were, 
in pursuance of that conviction, to proceed 
to the formation of them, this would be a suf- 
ficient answer to any claim on the part of 
the public for the further relaxation proposedi 
because such branch-banks would, of course, 
be materially interfered with by Joint-Stook 
Companies in the same neighbourhood. 

But there is reason to doubt whether the 
Bank of England will find it expedient, con- 
sistently with a due regard to its safety, to 
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Mtablish braneh'-banks, unless in some one or 
two districts*, by way of experiment The 
objections to such branches, as regards the Bank 
of England, are, that great trust, must be re- 
posed in the agent, both as to integrity and 
ability ; a failure in either requisite might be 
followed by great loss to the Bank, and by 
eonsfderable local derangement; instances o^ 
this^ kind have been known to occur in Scotland 
to a considerable extent. The Bank of Eng- 
latid is,< in its present state, a very unwieldy 
machine, difficult to set in motion, and when at 
Itogth it is brought to operate in any given di« 
reotion, is not easily regulated to any other 
#hieb ^Itet'ed circumstances may require ; and if 
it is already thus unwieldy, and requiring all th^ 
^Mention and attendance which can be expected 
firem its directors, it is no small objection both 
disregards tbe public and themselves, that the 
jflan of l^ranoh-banks would add to the extent 
oP«%conMrta whose dimensions are already be- 
ylMidiw)iat"Can be managed with security to* 
ttie^oii^, or with ccmvenience to the other, 
r If from these or any other considerations the 
Bank of England should forego the intention of 
establishing branch4)anks, it is not dear that ' 

* In Lancashire, for instance, where Bank of England 
notes already form a considerable part of the circulating 
mediunu 
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it would sustain any loss by withdrawing its op- 
position to the formation of banks with limited 
responsibility, in those parts of the country at 
least in which its notes do not at present circu- 
late. It is still, therefore, possible, that the di- 
rectors and proprietors may yield this further 
point to the strongly-expressed feeling of the 
public, thus removing the only obstacle to the 
greatest improvement of which the country- 
paper-circulation of England is susceptible. 

Among the suggestions which in the late dis- 
cussions have been thrown out for the improve- 
ment of the system of our currency, one which 
has excited a considerable degree of attention is 
that of introducing silver as a standard concur* 
rently with gold. The President of the Board of 
Trade has expressed himself not altogether ad- 
verse to such a measure, and has intimated that 
he has in contemplation the introduction of a 
plan founded upon that suggestion. 

Of any plan emanating from or countenanced 
by the President of the Board of Trade, I am 
always predisposed to entertain the most fa- 
vourable impression. And it is very possible 
that the details of his plan, when made known, 
n^ay go far towards removing' the objections 
which strike me as applying to the proposal of 
a double standard upon any footing that has 
hitherto been made public. 
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Without therefore entering very fully into 
the question, for which indeed I have not ma- 
terials, nor time, nor space, I will briefly touch 
upon the few general considerations which oc- 
cur to me upon it And I have to premise 
that all the plans or suggestions that I have 
heard of for the introduction of silver as a gene- 
ral tender, profess to take it either in the old 
mint proportion to gold of 5s. 2d. to 3/. 178. lOidt^ 
or in the actual proportions which prevail in 
the market. 

One of the professed objects of the pro- 
posal is to give a larger basis of the metals 
to the circulation, and in as far as that object 
would be unattainable without this plan, I 
should be disposed to entertain it favourably. 
Or if the alternative were presented of this 
double standard, or of the continuance of the 
small note circulation, I would accept of the 
double standard by way of compromise. But 
as the legislature has determined to suppress 
the small notes, the question is to be considered 
with reference merely to the advantages or 
disadvantages of. either or of both metals in a. 
general point of view, 

. If the footing on which the silver were to be 
established, either singly or as a concurrent 
standard, should be in the proportion to gold of 
5s. 2d; to 31. lis. lOR, being the mint propor- 

L 9 
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tion, without the deduction for seignorage on 
the coin ; and if this were the proportion in 
the mai^ket/ as likewise the relative rate at 
which any given quantity of either could be 
imported, it is clear that there would be as 
great a sacrifice! in obtaining the one as the 
other. And there would, in this case, be no 
relief whatever from the present commercial 
difficulties, nor any saving in a national point 
of view, nor any inducement to extend the 
metallic basis of the circulation by the sub* 
stitutioti of silver for gold, nor to retain a larger 
amount of the two collectively than of either 
singly. 

But, at the same tim^; while the equality 
bete 9upposed between the mint and the market 
value subsisted, there would be no pracitical 
inconvenience from both metals b^ing inditeri^ 
minately a legal ^standard. It is not, however, 
in the nature of things, nor codfortnikble to th6 
conclusions to be derived from expieriedce, that 
this equality of market value should continue '.; 
£^nd, upon the first divergence, an incoiiVepience 
would s^rise^ and increase in proportion to th0 
degree of divergence. AU pending contracts 
would be discharged by the debtor in the cheap- 
est medium ; and a great degree of uncerttiinty^ 
beyond that which is incidental even to a single 
standard, would occur in aill leaseSs,. Mortgages; 
and cohtracts of every kind. 
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The example of France has been cited as one 
in whi^b the two metals circulate with perfect 
convenience apd barmony» upon the footing of 
a double standard ; but this, thougb nominally 
correct according to the mint regulations, is not 
true in the real meajiipg of the terms. Silver 
is there the only actual standard., while gold 
constantly fetches a premium^ varying from 1 to 
10 per raille^ or from Vtr tP 1 P^r cent. No prac- 
tical inconvenience has therefore been suffered 
from their mint regulations, which make both 
metals a legal sitapdard, simply because silver has 
been rated in such a proportion to gold that it has 
been, for a considerable time past, the ipterest of 
the debtjor to pay in silver. And as the market 
price of standard silver, in this couatry at pre- 
sent, is. 5^. \d* the ounce, if silver were made a 
tender in unlimited quantities at bs. 2d. there 
would be an advantage of about 1^ percent, to 
every debtor in paying in silver instead of gold ; 
and the latter would go out of circulation, or 
p^ss current only at an agio or premium- In 
this case the price of silver would rise to 6«« 2d. 
and of gold to dl. 19#. 2d. The substitution, 
tlierefore^ gf silver, would be a degradation of 
thp standard to this extent, and this degradation 
v^ould be the measure of the increased facility, 
v^hich is the professed object of the proposed 
plan. 



150 

If degradation of the standard be not the 
object, the power of tender of the silver must 
be adjusted according to the actual relative 
value of the metals. 

There is, therefore, this alternative : either 
the value of the currency is to be reduced, or 
in other words, degraded, by allowing an un- 
limited right of tender in silver at 3^. 2d. while 
it is worth in the market only 5s. \d. or the 
right of tender is to be adjusted according to 
the actual relative values in the market, in which 
case there will be no relief, nor consequently 
any immediate object for the alteration. 

But supposing an adjustment to be made of the 
right of tender to the present proportion of mar- 
ket value, and*that this proportion were declared 
to be permanent; it might be said to be in 
favour of the plan, that without immediate de- 
basement, it holds out the prospect of an even- 
tual depreciation of the standard by the pro* 
bability of a great increase in the quantity of 
silver, from the extensive mining projects now 
in operation, which are likely to affect silver in 
a more considerable degree than gold. In this 
view, the recommendation of the plan would 
be that of a prospective instead of an immediate 
depreciation of the standard ; and how far the 
one, if entering into the contemplation of the 
legislator, is more to be justified, in a conscien* 
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tious point of view, than the other, I leave to 
more learned casuists than myself to deter- 
mine. 

I suspect, however, that, in this case, the anti* 
cipated gain .to the debtors, under pending con- 
tracts, from this prospective depreciation, would 
pot occur in any thing near the degree which I 
have heard commonly computed. 

The grounds of my suspicion on this head 
are, that, as far as my information extends, 
although great improvements in the application 
of machinery, and. scientific processes, to the 
operations of mining in America, are in pro- 
gress, a considerable length of time, not less 
than four or five years, is likely to elapse before 
the annual produce can reach what it was on 
an average of the ten years prior to 1810. But 
that increased produce would have, in the first 
instance, to supply the vacuum created by the 
diminished produce of the last sixteen years ; a 
vacuum now exceeding, according to the grounds 
of computation in the supplementary section of 
my last work*, 80,000,000/. And it may be 
doubted whether, even after this vacuum has 
been filled, the rate of increase will, for many 
years, do more. than compensate for the in- 
creased demands, arising from the progress of 
civilization and wealth, and the consequent 

* Thoughts, &c. p. 282. Second Edition. 
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wanto of ta increasing populatioD, ia the oom- 
mercial world. .... 

If, however, neither actual nor prospective 
degradation, as compared with a gold stand* 
ard, be the. object of* the pesent plan; theire 
must be a periodical, aud perhaps a frequent^ 
rehadjustment of the proportions, according 
to the varying proportions in the market; 
and it is difficult to conceive how any mode 
can be adopted, which shall not be liable to 
great practical inconveniences. 

Supposing, then, as I do, that some inconve^ 
nience, hence resulting, must * exist, - the qoes-* 
tion is what are the advantages in viewfirotp 
the proposed alteration. 

One of the proposed advantages ia '■ the 
greater security which it would afiojd^ to the 
Bank against a sudden drain, (the traA8(K>rt of 
silver being so much more cumbersome * and 
expensive than that of gold), and the conse- 
-quently greater facility and accommodation 
which the Bank could afford to trade. Facility 
and accommodation are bewitching terms : they 
mean neither- more nor less, however, than a 
greater latitude for the Bank to make an over- 
issue, before the check arising from an e^HP^^ 
of the metal would operate, than in the case of 
gold. But in exactly the same degree in which 
the Bank might extend its issues with a silver 
standard, beyond what it could do with a gold 
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stEDdardf supposing the value of each in the 
same proportion, would be the necessity for an 
eventual contraction^ and the difficulty of re« 
storing the requisite amount of tbe metal to the 
circula^tion; In short, there cannot be an in* 
creased facility on the one hand, without an 
eventual compensating difficulty on the other. 

Another reason that has been assigned as hav* 
ing great weight in favour of a silver , standard, 
is, that this metal is the standard of the currency 
of all the other commercial states in the world, 
and that while ours is gold, we cannot have .a 
perfectly -accurate par of exchange. As a matter 
of convenience in calculation, this consideration 
may weigh a little. But there is a counterba- 
lancing consideration^ which is this : as silver 
is the standard of other states, any necessity 
for a sudden importation into this^ country 
would operate more violently upon their cur- 
rency than an equal amount of gold, which, not 
being the medium of their internal commercial 
transactions, would be more readily parted 
with at a trifling increase of agio. This consi- 
deration is likewise applicable as an answer to 
an argument in favour of silver, derived from 
the supposed difficulty of obtaining an adequate 
supply of gold, without greatly enhancing . its 
value. In the question of the effect likely to 
be produced on the value of gold by an extra 
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thrown together, are, I am sensible, very far 
from embracing the whole question, but as far 
as they go, they strike me as rendering doubt- 
ful, at least, the bd vantages to be derived from 
the proposed alteration. 

Thus far, as relates to the plans in progress, 
or in contemplation, for the improvement of the 
system of our currency, and I will now only 
udd a few lines on the present commercial dis- 
tress, and on the measures adopted or sug^ 
g«sted by way of relief. 

After the great panic which prevailed in the 
money-market jn December last, and which wpi^ 
characterized by a run upon nearly all the bank- 
ers, both in town and country, there was a pause 
and an abatement of the alarm. It was then a 
matter of remark and surprise that, in the midst 
<^ so much distress, by the failure of bankers, 
^nd by the disturbance of the country circulation 
afvd while so many small traders were unable 
to fulfil their engagements, there were, down to 
the middle, or nearly tlie end of January, 
comparatively few £|ilures of mercantile estar 
blishments bf any extent or importance in the 
toetropoUs. The answer, however, which then 
presented itself tp that remark waj^, that while 
bankers were liable^ upon the slightest breath 
of suspicion, to be run upon, and their solvency 
immediately put to the test, mercantile houses 
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might go on for some iQi^^th of time, xmAv 
more or less of discredit and difficulty. The 
es^eijitial difference is» that the engaigemeata of 
l>2^Qkers are to pay on demand^ while tho,sp (>f 
merchants, are payable only after a certain^ date. 
A merchant ^nay thierefore have very large en- 
gagements, which, in coDsequence of a fall of 
markets, or loss from other causest, it may be- 
come evident to himself, and suspeotect by 
others, that he will tiot be able to discharge 
when due : but till they are due, be may taJie 
the chapter of accidents in his favour, ai^ act 
declare his inability. Under such circimistta- 
ees, too, his earlieftt acceptances may be 
renewed by creditors yrho may think favourably 
of hisc^noe of overcomiog his^difficultiee. . 

Amcmg. the. proxiaMte> oauistes i^of the; over* 
trailing, ^as ibbe facility with/ which mfirQfaahts 
obtained di^ciouiits.oflongipapeir, at six, nine, 
and twelve modths^ notr only fi'om town bankers, 
but from the country/ banks,' and p9<rticu(a|r)y 
from. the Scotch banks ; such billd bejoig rea^^Uy 
renewed » while the money-market :coiUiaued to 
be ,ab«n4»nt,. aad while the solvency fif tlje 
p^rtieB was anquestiooed. These long-dated 
bills ^ntributed !bo the difficulties of the ba^ks, 
fjcom not bi^ittg readily available when thebfAk- 
ing panic occurred, while they account for ^be 
delay in the appearance, of mercantile derange- 
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a great and alarming extent. Many, if not 
most, of these houses have been large shippers 
of goods, for which they had given their aceept- 
ances to the manufacturers. The losses thus 
sustained by the manufacturers are aggravated 
by the great fall in the price, and the stagnation 
of demand for their goods, resulting, from the 
over-importation of the raw material, and from 
the previous excessive speculative exports of 
the manufactured articles with which the foreign 
markets have been glutted; The speculative 
demand, too, in last spring, occasioned our own 
shopkeepers, both in town and country, to stock 
themselves mdre largely liian usuaL Many of 
these hav6 contributed of late to swell the 
Itsti^ of bankrupts, and such of them as have 
not failed; are, both - from necessity, and fmm 
the opinion of future cheapoess^ going in 'the 
opposite extreme of running their stocks: to the 
lowest amount, consistent wilih the preservation 
of their business. 

The reduced demand experienced by thi& 
manufacturers from these' combined ca/ases, dis^ 
ables then! from employing the same quantity 
of Mbour, and either the wages^.are reduced* or 
smaller numbers of workmen are employed/ And 
this reduction of employment and wages of the 
labouring classes (the price of food continuing 
relatively high) forms a great aggravation of the 
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siMfe^ings wfaidi the labotiring classes have 
sustained ftom losses* by the failures of the' 
c6untry baiAs» and t)y the discredit of the local 
iK/tek, of which 'they have/intob many instances, 
beefthoMers. , . i t , ; 

• This last featiite of the present distress* is- 
distinct ' from and met and above (hat wliidi* 
iiisted ifa 1793. UiitU within the last two or 
three Weeks, it seemed to be a matter of dotdbt' 
whether the extent of commercial distress ^d 
discfredit in the crisis through whidi we are' 
passing was equal to what prevailed in thai pe^- 
riod. 'But I am now inclined to think that Ili& 
pne^Mt derangement will he found greatly to eki^ ' 
cbed tlidtt)f 179S^, botii in extent and intenj^lt^ 
independently of thb aggravation which Is ild#^ 
dtp^enMd from Ite losses sustained by the dK^' 
credit bf "^'smaU coiAitry notes. '^<- 

Fovrth^ alleviation of this wide^spreading cfis- 
tresils, the niosf obvious expedient, certainly, is to' 
extend the issues by the Bank of England as' fir 
a9 canf 4be done without incurring the danger of a ' 
renewed drain upon their cc^rs; ahd aconsequent^ 
rtek of suspension : an event whidi', both in ;its- 
inuaediate and remoter consequendes, would* 1)13 
pfe^ant with evils infinitely outweighing the 
coi^ideration of the mere temporary telief to be 
derived tram an extra issue of notes. 

Now surely it must be the interest, as well as 
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the obvious policy of the Baak, to issue as oittdi 
of its papw as the ciiculatiou wiU bear, without 
a prejudicial pressure on the exchanges. It is 
difficult to conceive^ therefore, why it should have 
required the interference of government, and an 
express arrangement for the purpose of inducing 
the bank to make an increased issue by the pur? 
chase of two millions of exchequer-bills in the 
market, under the guarantee of government. 

If the increased issue of notes can, in the opi* 
nion of the directors, be made with safety, why 
has it not been made vnthout the interference of 
government ? If the increase does in the opinign 
of the directors endanger the convertibility, upon 
what ground, consistently with the declaration o( 
Bunisters, which I believe to be perfectly sincere 
in jbvour of preserving the convertibility at all 
hazards, can sudi interference be jusUfied 1 

The dilemma involved in this alternative is, 
that either the system by which the Bank when 
not under the control or direction d government 
regulates its issues is erroneous, car the govern- 
ment in thus urging an enlargement of issue en- 
danger the cqnvertibility to whidi they stand 
idedged. Still, as far as it goes, this extended 
issue nmst administer immediate leli^. By sup- 
plying so much additional monied capital withoiA 
any corresponding increase in the numbw of bor- 
rowers, it tends to eftct a t^i^raiy reductien 

M 
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in the cate of iiUereetf and thus U> give additional 
fiiciU(y to bcunrowere ;« and by adding «o much to 
the circulating medium* it tends to raise, or to 
prevent the further faU of> prices. Thus the re- 
nvody is immediate, and effectual, and iniso liarjaei 
it oan be administfiired without hazard to otbec 
and liig^ oonsideratioQs, is not only justtfiaUe^ 
but imperatively called for. 

But this remedy alone has been deemed insQ^ 
ficient by those whoxx)asider that it is the duty 
of gevi^nimmt to interfere* for the purpose of adr 
ministwing direct* relief to the sufferers wider Oi 
oomm^cial revulsion* from whatever cau^e w»r{ 
ioQ; and aooordkigly, strong recommendiEttiona 
have been uiged upon government to propose to 
pariiament a large issue of commercial esM^lt^ueih 
lulls* by. 5VHy of relieving the present difij^x^as. . . : 

How far the cemmercial community iSfct >en^ 
tilled to daim the interference of governments i^d 
hem &t the precedents of 1793 and 1811 woutd 
apply in justifying a similar interference atpD^ 
sent* are questions which I will net now discuss; 
but I think it right to offer one or two coiisidera^ 
tioi^. whidi lead me to think that the iiatu|e» ef 
theivelief to be looked fer from an issue offe^iC'^ 
cheques-bills is misundevslood, and the pvobaUe 
eH^Mis of it greatly overrated. 

Hie cessationr of <»mmeEcial distress, soon^ after 
the issue of exchequer-bills in l793-ad%d 1811* 
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hm teen gidiM^sdfy coftsidefed as adired:con^ 
sequent^ of thode issues. Of the little influence 
which the issue of exehequer-bfll^ in 1811 had 
in remc^vittg the cc^mnbrcial <liiMre8fif of thdt 
period, I have, on a fdfaier oOtAsion*, en- 
pire^ed my 0][>itli6n, when Mifefrii^ to it his^ 
torically, without having^^y ^aiticttltti' ^Afeoi^ ifl 
connexion with it tb support. And wMle I think 
tllat there* is sttong ground, from a carefiil re- 
ference to«he state of Ihingi^ in that pelriod and' 
iti F793- to infer that the interposition of parMah 
ment did not even hasten, and much less origin 
nate, the return of confideoice and credit on llibse 
tWdiciccilldoh^, it' appearsto me that, upon groimds 
of g€*i*ral reasioning, it may be que^tiotied whe* 
thi^r such a measui^ wks calculated' to produce 
the eflbct^ which hare btien a^rib6d to it, arid 
M^lich are now expected from it. 

Two of the great chamcterirticsj of the com- 
tnerdial distress, which it iisr the object of the 
measure to relfeve, are^ the want of lenders, and 
file Want of buyers ; as it is from not being able 
to borrow' of to sell that the holders^ of goods- or 
ottief pitopfetty, upon which the advances are to be 
made, are unable to usise money ehongh lo meet 
&eir engagements. Now, an ii^ue of commev* 
cial exchequer-bills, upon the footing on which 

* Thoughts, Sftc., p. SS Second Edition. 
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they wer^ befcMre and would again be adranced^ 
would supply neither of these dwidecata; they 
would, indeed, add the guarantee of govemiaenti 
or, in lOther words, render. unquesticiGiahte 'and 
negotiable the security of the pet aQn to f^tiom 
they were advanoed ; and they would^ whid^ is 
an important point, enable him to avoid the 
operation of the usury law, because by the $ale 
of the exchequer-jbiUs he might raise the money 
at a rate of 7 or 8 per cent, per annum, wherqa^i 
however good bis security had otherwise been, 
he could not have obtained an advance upon it 
at the legal rate of 5 per cent. Thus far, tb^e* 
iom, the advance would operate as a direct r^iaf 
to the person obtaining it, supposing him mt 
otherwise to have been able to borrow tfe^ 
UKHEiey, or to sell his goods. But as the-AmoMB^ 
of monied capital seeking investmcjpt, oi;^ in oth<9 
wofdflj the number of lenders, has not bepn ixi- 
orased by the issue of e^chequerTbills, whaA^ 
evM neliel is obtained by this person^ is at th§ 
expense of some otlier ; and if one perscHi ui 
saved from bankruptcy, another iqjay be plunged 
mto it by the same operation. Neither, it is evi* 
d^nt, unless the exehequer«-hiUs are considered 
as currency, or circulating medium, will they 
operate in the way of rdief, by affording a. more 
ready vent for the goods which were previously 
unsaleable. But exchequer-bills are the objects 
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and not tiie medtam of exchuige, masmucb n,» 
they are bought and sold a4 a variaUe price; 
throHgfa the inter rentioaof whatever confititutefii 
the cieeulating mediiioi. If then the commef- 
Gial eKcheqner-bills ido not add to the number of 
lendera or of fouyerfs, ifiiiile the borrowers and 
seliera remain the same, it is difficult U> conceive 
how they can operate in the way of general re- 
lief ; they may alter the direction or distribu- 
tion, but cannot diminish the mass of ditstressL 
Some of the advocates, however, for the proi 
posed measure may possibly admit, as some of 
them have done, that unless these exchequer^ 
luUs were the means of bringing more monidy 
into circulation, they w^uld not produce re^ef ^ 
bwt th^ contend that the effect of this' «n^^ 
swt^ ^wSl be to bring more mbtiey Snto cvtt\X^ 
ketibn, by ii^ucing or enabling tiie Banlt^ to 
issue moiie 6f its notes, and^ ftirdier, by inlspir^ 
ing confidence, which will diminish the dis-j 
poj^ition to hoarding or keeping back money. 
Now certainly if these exchequer'^bills were 
the' means of bringing out more bank-notes l^an 
would oUierwise be' issued, they would operate 
to >a relief to exactly that extent^ upon t^thb 
grounds' already stated. 

But the utmost amomit of notes which ^ the 
Bank can isMe, is limited by a consideration 
of the exchanges. If the' amount issued is 
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short of thifi timit, there are other meana of 
extendiog it by discpuots, or by purchase of 
exchequer *biU« in the • market ; or if these he 
no adequate means for such tatepeion, it ^argues 
a viae in the ay stem, whioh should be remedbd 
without ealling for the iat^positioii of govern^ 
ment on totally different grounds. 

On the other hand^ should the Bwok, in ovder 
to give effect to the issue of eommeraial ex* 
chequer-bills^ by buying tbem» extend ite issues 
beyond that limit, the temporary aoc<uumeda- 
tipi^ thus affeided would be dearly purchased 
by the alternative of ikuspeneion^ ok of (eiueh a 
degree of subsequent contraotion as might re- 
new the distress in an aggravated jform. It 
appears, then, that, in this .view, the pceposed 
advance of ex:chequec-biUs» unless it b^ neces- 
sary as a remedy 4or a defe<;t in t^e syst^mfOf 
the Bank* issue9, which it would be nmrejifinple 
to correct in the first instaa^e* or as a pcoteece 
for an oyer-issue, would be nugatory a^ te the 
object {Mfoposed, , ' 

There remains, tbea« Qx^f mt ^eund, and 
that is the restoration of ^o^fidenee* which, it 
is alleged, would haiiFQ the effeet of drawing out 
hoards and affording a gveaitet fa^lity of <^fedit. 
That an effect of this kind would be equiiiralent 
to an increase of money, sftd thus afford a celief 
from so much of the pressure as arises from 
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fttagnatiton and alarifi^ I am ready to admit. 
The efieot here to be produced, howeverv^ 18 
from a moral cause, the operatibn of wbicbis 
ft mattto of uncertaitity and dependiog whoUy 
upon opmkm. If the present' state of suSer- 
ing and distcBss, tberefeffe, aroa& u^%.from 
opinion^ and if a rakitary direction could with 
certainty be given to opinion by the mcMure 
proposed, some sacritee of principle mig^t be 
justified in favour of parUamentary interfiereace. 
But nothing is more unsafe than to attempt 
to operate upon the public opinion, in a' dme- 
tion or in a degree which is not likely to be 
borne out by correct reasonii^* There might, 
upon Mch an attempt, be a momentary rise in 
d^ funds, and an appearance of revival in other 
respects; but in proportion as it wasdiseoveDed^ 
wMok it inevitably would be, thatr na:eesaotial 
alteration could be effeoted by it in (he fain- 
dency to a subsidence in the rate of nrterest, 
and 'in the priees of oommoitittes, to the level 
which they would otherwise have attained, the 
recoil wonld be in proportion to the artificial 
improvemrait, and would operate as a freeh 
sad aggravating cause of disturbance. It is 
only in the event of tb6 experiment coinciding 
veith the tendency, hem oAer causes, to a re- 
vival of confidence and credit, that a mere ope- 
ration upon opinion would not be productive of 



mischief; but according to this, fichus ' jthe 
moBt favourable suppositioD, it would at best 
be only sqperflaous. . > 

la as far, therefore, as it ^ may be .^dqultted 
that the interfereBce hy parliameAt iKja|fiH^|l-c 
i«g th§ aaswiance prepQUfd, would fs^ only 
through the medium of opinion, it may ibe a 
queetion bow far suqIi interposition could be 
justified by an object so vague and unoertoin, 
f In thus es^pressing my doubts whether the 
interference of parliament has on former occa- 
sions been, or would in th^ present iaatance 
be productive of the relief ascribed, to, or ex- 
pected from it, I hope that it will not be imputed 
to me that I am insensible of the actual state 
of suffering, or indi&nent to the means- of aUe* 
viating it. As well might a physican be charged 
with inhumanity, because he would not admit as 
evidence of the efficacy of an empyrical medi- 
cine, the casual coincidence of recovery in one 
or two instances of its application, when the 
cure could be traced to other causes ^ and bcr . 
cause from a knowledge of its propertiesy which 
might lead him to feel confident that it could 
do no good, he should hesitate to sanction the 
use of it, in a case in which be had reason to 
doubt whether it might not, in its ultimate con- 
sequences, prove injurious to the constitution of 
his patient. 
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AUthlit t hare ih thii» iMtancib ventut^<!M!6 
do^ has beto to question the efficacy <^ the re- 
medy suggested. At the same tibie I tBjibhlf 
i^epidaft>thatl h6v% ubne of my dtvio to pn^^. 
I ^hfeiVe thfe litm^t^ r^ttaKde ti» th^ i^itttidtiesfir of 
thb coiikstittititfn of' the great /eotnmereiar 'ai^ 
manufacturing interests of this country, ' and 
have merely to deprecate any quackery that 
might retard and disturb the remedial process' 
which is provided in the natural course k)f 
things. 

Of this at least I feel intimately perstiad^d, 
tlmt were it not for the state of the com trddef, 
which presents a most formidable prospect off 
difficulty and danger arismg out of a high pribe ' 
of ifbod while the demand for labour is greatly 
reduced, we should, before many weeks have 
elapsed, witness a complete restoration of con- 
fidence and credit, whether any commercial 
exchequer-bills be issued or not, although if 
they be issued they will have the merit of the 
recovery which would equally have taken place 
without them. 
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APPENDIX 

A. (1) 

Extract from the Report of the Select Committee on the 
State of Commercial Credit. — April 25, 1793. 

A SPIRIT of commercial speculation and commerce had been 
for some time increasing in every part of the kingdom^ and 
had now got to such a height, as to threaten public credit 
with very serious danger. The circulating specie being by 
no means sufficient to answer the very inci^eased demands 
of trade, the quantity of paper currency brought into circu- 
lation, as a supplying medium, was so great and dispropor^ 
tionate, that a scarcity of specie was produced which 
threatened a general stagnation of the commercial wwld. 
In consequence of this alarming state of public credit, on 
the motion of Mr. Pitt, a select committee was this day iqp- 
pointed, to take into consideratioathe present state of oom« 
merdal credit, and to report their opinion and obsenradons 
thereupon to the House. 

April 29.— -The Lord Mayor reported from the said com- 
mittee, That the committee had made a progress in the 
matter to them referred, and had directed him to make thfs 
following 

REPORT. 

Your committee have thought it incumbent on them, in pro- 
ceeding to execute the orders of the Hou8e« to direct their 
attention to three principal points : 

1st. — ^Whether the difficulties at present experienced, or 
the probability of their continuance and increase, are of such 
urgent importance to the public interest, as to require the 
interposition of the Legislature ? 

2d.-«-On the^suppotition that such interpositiim shouM be 
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deemed necessary, what is the most practicable and effectual 
plan which can be adopted finr giving ipelfof ? 

8d.— -What means can be suggested for preventing the 
rMiewal of similar inconveniences ? 

The consideration of the first and second bead, appeared, in 
some measure, blended together ; and the thitd^ though of 
great importance, appearing to be less urgent in point of 
time, yobr omnmittee h«re thought it pitoper fia eubtait to 
tito'Hoaae such considerations as ocousved t0 them upon the 
tiio irtt joints, veaM^viag the laltet for a sepasftte report. ' 

Uadev the fint of these heads, the notoriety of failurea to 
» consideraibla eKt^ntr--4ke» gpeaenl embarmesmeuA and ap- 
peeh m ssea wfaich haa ensnedr— the* oon^deratifon of <he 
aeeeseaig^ comiexiein between differenl meorcantile heuMi 
ilnd> theiv dependence on each other,'*— and the 'influence 
infaioii th0 stale of' oommerelid credit mmt hav^ttpon'tte 
tiade, tiie revenae^ and g^seral ^terests of 4be eeuntiys 
afpeaied'suffio&enl, wildteut mknite exaibinatidin,' to' satisfy 
ysHT oonnaitteey that tiie pnesent silnsflion iMDHgly ceHed 
for an kamediateittad efiGsetbal vemedfy if an^jT praHttoaMe 
plan could be suggested for that purpose^ 

In additioti to^thid, tiie committee hai an 'q)pertomty of 
oeUeeting from sevezel of theip-o^iha membetv, informaitioiii 
gsounded either on theiar general obfeiervalion; upon thoeab* 
ject, or on their own immediate and personal knowledge* ' 

Your committee, understanding that some suggestions oh 
thtft subject had. been laid before the Chancellor of the Ex^ 
chequer, on the part of several persima of great eminence 
and respectability in the city of London, were of opinion, 
idiat a oommunicatien of these suggestions would be very 
material to the objects of their inquiiy; with a view of 
ascertaining the opinbn of persons of this description, both 
with respect to the necesslity of some remedy^ and to the 
partieular sisde tin which it might be aj^ied. 
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The ChmeeU^ir of Ad Biieh^Mpef Koeerdiiigly taid'befer^ 
the committee a ' papor ^ich kad^bew 4eliVtM<ed to bim on 
the 98d inataat by the Lord Miiyor and -Mr. Boianquet, 
which is inserted in the Ap)>eQdiic to this Report. He also 
stated to the oommi^ee the circvmetaiiAea which had led'^td 
this papcm b^ing drawA up.--^That he had reiceived represesi^ 
tatiens from many different garters, which indaoed him td 
believei thflib the failures which had taken plaice had began 
by a nm an those hou«ea wha had issaed circulating paper 
without beuig poa^eMed of suftcient capital; bnt thsA the 
oonse^guusBces had soon extended themstivea so f ar aif to 
n£fyct many housee of great solidity, and possessisd of fnnda 
nUnnikitely «mch more than snffiotent to auaiMr all demands 
upon 4hem, but which hadnot the meantol converting thoee 
funds h^ xawmyd or negotiable securities^ in thne to meet 
thepffessure of the moafent.-^That the sudden discredit of 
a considerable quaiM^ity ol paper whSdfb had been issned by 
d^ffeiffnti banks, in itself pveiuced a deicieney of the dhrcn- 
lhtjt»g^ m^divoiv whJeh, in the^ ordinary course ci things, 
ooidd tk)^ bj9 ^iunedialiily refdaoed ? and thi^t this deficiency 
occasioned niaterial* inoonye^iMice ifti mercantile transac* 
tions»«^That in addkion to this iimnediafe cAect, these clr- 
cwmlanees alsa w^re represented to have induced bankers 
and others to keep in their hands a gteater quantity of 
monc^ »tkaa they thought necessary in the usual train 
oC business t and that large sums were thus kept out of 
circulation, and great diilcalty arose in. procuring the usual 
admneefk on hills of eae^ange, particularly those of a loz^ 
date. — ^Thst many persons were said to be possessed of 
large^ stocks of goodtt, which they could not at present dis« 
pose of; and' on the credit' of ' which they could not raise 
money.— -That this occasioned an interruption of the usual 
orders to manufacturers, which circumstance, together with 
the interruption of the means by which they were enabled 
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d necenary, irfiat ia the mo«t pncticable and ca\ 
pUo wfckili can be adopted fn glvTng Mltef ? 

8d. — What meau can be au^ested for preTenting 
renewal of aimilar inconve) 

The cooaideratioii of thei 
Boiae meaaure, blended tof 
groat importance, appear!] 
tiine,yaar coanaiMee ham 
die Uosae such conaiderati 
t*Ki bat piHiite, naerviBg i 

Vaia» the fint ef tbeee J 
a- «OMideMbl» exteatr-thi 



indi theiv depeDdenee on 
tOoA the itMe of comm« 
taade, the reremei and gi 
aff o ared'Bpffiifant, irildMii 
yaiB< aoaminee, th«t tiw- 
for an' '—"^ rfiitf "^ w* eU 
plan conld be ai^geated for 

In addituA to<thIe, tfae a 
eiUefltii^ from eeveml of 1 
gfoim^d either on thwrj> 
ject, or on their own immed 

Your conunittee, undent 
thn 8iibj«Gt'had. been laid t 
chequer, on the part of ee^ 
and respectability in the ci 
tltat a oomnuinication of t1 
material ta the objecta ol 
aacertalning the opuon of 
with respect to the necesi . 
partisultf made in which it might be ap> 




of Commerce, p, 3W6. — 
•X 1793. 

iL'oncerns of t>oth merchants and 

\ more Tridely extended, and were 

former-period ; a natural effect of 

:id, sometimes, a cause of ensuim; 

ration of causes, which I shall not 

inprece dented number of bankrupt- 

.13, was prodigiously exceeded id 

chose which took place in the spring 

i-ear; 105 in March; 188 in April; 

line : and 108 in July. Many faouses 

dealings and most established credit, 

involved vast numbers of their coi^ 

inexions in alt parts of the country. 

,)ectability and undoubted solidity, pos- 

s, which actually did, in' a short time, 

y every shilling of their debts, were 

..yment ; and some bankers, who, almost 

:i.noveri(^ from the first panic, resumed 

their payments, were obliged to make a 

\vhom the temporary assistance of even a 

f money would have enabled to surmount 

-, could not obtain any accoinmbdation ; for, 

i distress and dismay, every one looked upon 

: ivitli cantiOTi, if not with suspicion. ' It wu 

■ raine any money upon the security of madii'- 

ires of canals ; for the value of such property 

lie annihilated in the gloomy apprehensions of the 

'.ate of the country, its commerce and manofac- 

<(1 those who had any money, not knowing where 
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they could place it with safety, kept it unemployed and 
locked up in their coffers. 

Amidst the general calamity, the country banks, which 
were multiplied greatly beyond the demand of the country 
for circulating paper currency, (there being about 288, or, 
according to other accounts, 400 of theni in Englatid and 
Wales,) and whose eagerness to push their notes into circu** 
latioa liad laid the foandalion of their own miefortunss, 
were among the greatest suffererst and, consequentlyy the 
greatest spreaders of distress and ruin among those con« 
nected with them ; and > they were also the chief canee 
of the great drain of cash from the Bank of Enjfland, ex-^ 
ceedijQg every demand of the kind for about ten years bade. 
Qf these banks, aboTe 100 failed, whereof there were twelve 
in Yorkshire ; seven in Northumberland ; seven in Lincoln* 
shire ; six in Sussex ; fite in Lancashire ; foor in North* 
amptonshire; four in Somersetshiret &g. 

In coBsequeAce of an interview of several of the pdncipal 
merchants and traders with Mr. Pitt, the Prime Minittery a 
meeting was held at the Mansioii-House, (April 23d,) ta 
Goneert measures for patting a stop to this terrible cttlamity ; 
when the Lord Maybr, and Messrs. Anderson^ Bosanquet, 
Forster, Chiswell, Baring, Thornton, Harman, Winthrop, 
Boddington, and Hunter, after much deliberatiout drew up 
the outliiles of a plan for the revival of comraerdal credit, 
and the restoration of confidence, by a Parliamentary ad- 
vance 'Of Exchequer bills^ under proper regulations, 
to houses of real capital; a copy of which was imme* 
diately laid before Mr. Pitt, by the Lord M^^roi: aiid Mr. 
Boiianquet. 
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A. (8) 

The following fragment was written in 1822, with a 
view, to insertion in my former worJc^ entitled 
^^ Thoughts and Details of the high and law Prices 
ofihe thirty Yeasrs^ ending 1822. Part I/' 

ON THE EFFECTS OF ALTERATIONS IN THE 0URRENOT. 

' Having stated the grounds on which I eonsider the ot* 
most effect on prices that may be ascribed to the btftik f e- 
striction to be the difference between pa]^r and gold, or in 
the absence of any quotations of gold, the depression of the 
exchange below par ; it strikes me that there is one view in 
which it may be a question whether prices were affected by 
the restriction quite to that extent. There is no 4oub<; 
that the measure would be quite accurate, supposing that 
the bank directors, if the restriction had not taken place, 
would or comld have so r^ulated their issues, ^ to have 
pr^erved the price of gold constantly at or below the 
mint-prfce and the exchanges at par. But, in point of fact, 
t^ere were prefviously to 17^7 some occasions when the 
price of gold id' the market was above the mint^price, and 
there Were many more when the depression of the exdianges 
was to a still greater degree than would be inferred from a 
reference to the price of gold only. 

From August 7, 1795, to June, 1796, no price of gdd is 
quoted in any of the liets laid before Parliament ; but, it 
appears by the evidence of Mr. Abraham Newland, (Report 
of Lords' Committee of Secrecy, 1797, p, 49,) that in that 
interval the market-price was considerably above the mint 
^riee of gold, - 

N 8 
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Q. *' Has the price of gold at any time within the last 
two years been as high as 4 guineas per ouog0i when 
guineas could be purchased at the rate of 3/. I7s. ^P^ 
per dunce ; and was there not, at that time, reason to ep- 
prehead that they would either be melted or clandestinely 
ei^rted ? 

A. I believe that gold^ within the last two years, has 
been at a higher price than 4/. 4#. per ounce, which is a 
great inducement for persons to melt the guineas which 
are circulated at 3/. I7s. lo^d, 

Q. Does the bank ever pay more in their purchase of 
gold th)an the mint price ? • 

A. Frequently. 

Q. Do the bank in such case carry their gold to the 
mint to be coined ? 

A. They do. 

Q. What is the highest price you ever knew the bank 
pay for gold per ounce. 

A. 4/. U., 4/. 2#., 4/. 6j., and as high as 4/. 8«., but very 
eeldom at those prices. 

Q. State to the committee at what time the bank gi^ve so 
large a price as 4/. 8«., and what were their reasonjs for 
giving a price so much above what they give^ at present. 

. A. I believe it was about two years since the bank gave 
sa large a price as 4/. 8^. per ounce for gold ; it;was but a 
small quantity, it was soon. stopped on account. pf .its price.; 
the. hank at that time thought it expedient to obtain go^d 
from Portugal, which their agent could not. do at a less 
price than 4/. ay." . , 

During the interval referred to by Mr. Newland^ the 
exchange, on Hamburg fell from 36^;., which it had.been 
at in February, 1795, to 82s. 4d. in August, and continued 
on an average under. 335« till February, 1796.. The price of 
silver rose from 5^. Id in February,' 1795, to 5f. d^d in 
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Septembei^ following, and ^was as high as 6s, Get. in July, 
1796. 

This rise in the price of bnliioh and depression of the 
exchanges may be easily accounteid for by the coihbined 
effect of a large government expenditure, and considerable 
iinportis of com ; but still it is material to bear in mind 
that the marl^et-price of gold and silver, and the foreign 
exchanges, were liable to no inconsiderable degree of fluotu* 
ation, even in a convertible state of the currency and a per- 
fect state of the gold coin. 

A still more remarkable instance of fluctuation in the 
exchanges, and in the price of silver and foreign gold, is 
observable in an anterior period. The period to which I 
allude is from the latter part of the American war of inde- 
pendence, viz., from January, 1781, till the close of 178S, 
'which was twelvemonths after the signing of preliminaries 
of peace. 

The exchange on Hamburg for two years preceding 1781, 
had ranged from 36s. to 34^., the price of silver from 5s. 2d. 
to 6s. 6id. ; and the price of foreign as well as standard 
gold had been mostly at Si. Its. 8d.,'in no instance ex- 
ceeding Si. I7s. lOid. In January, 1781, the price of 
standard and foreign gold were both at Si. ITs* 6d. ; sdlver 
5f. 5|d. and the exchange on Hamburg, S4s^ Id. At the 
dose of 178«, the standard gold was quoted at Si. I7s.9d.y 
foreign gold was at 41. U. and 41. 2s. ; the price of silver 
6s.9id. and 5s. md.; and the exchange on Hamburg, 
from S28. i Id. to 3 Is. Sd. In June, 1783, foreign gold was 
at 41. 2s. Sd., standard silver 5s. lOd., and the exchange 
on Hamburg, 31,. 5d. And it was not till the spnng of 
1784 that all these resmned the level from which they 
had departed in 1781, making an interval of upwards of 
three years, in which, whUe the paper was stnctly conver. 
tible, and the gold coin perfect, the currency was of a duni. 
nished value compared with the currencies of other countriea. 
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as proving, that even while the currency was undepreciated, 
according to its standard in this country, it was liable to 
considerable fluctuation in value, relatively to the currencies 
of other countries ; and that the extent of this fluctuation of 
the exchange, m., from 86s. in 1779, to Sis. 5d in 1783 ; 
and again tp 37;. 6d. in 1793,. vt^., a fall of about ,14 pfijL. 
cent., and a rise of nearly 20 per cent., should be deducted 
from the effects ascribed specifically to the operation of the 
restriction on cash payments. 

I am perfectly aware that a considerable proportion of the 
fluctuation of the exchanges, in the period which I have no- 
ticed between 1779 and 1793, is referable to alterations in 
the relative values between gold and silver ; but so, likewise", 
has it been in the subsequent period. Subject to this allow- 
ance, it will appear that measuring the value of the currency 
of this country, either by the exchajige with Hamburg, which 
has the most perfect metallic standard, or by the price of 
silver, there was not in the whole period of upwards of tejft 
years following the bank restriction, with the exception of 
very eho|t intervals .in |he years 1800 and 1801, a greater 
variation than had occurred in periods preceding 1797, 
y^n the paper was convertible aitd the coin perf^et ; «Dd 
the legitimate practical inference is, that :if the' run on the 
hank^oa 1797, had svbBfided so astokar^e frecluded the sus- 
pension, and that the bank had subsequently, while liable to 
^y in cash, regulated its issues, as it had done previously, 
there would not, down to the close of 1808, have been any 
Sensible difference of prices,' compared with those which 
actually prevailed* 



\ 



! 



I 



1 



m. 

\ 



m 



B. 



'. "M!. ■■ U 



' '.>•,* 



•• • • ^'' .1' 



MONTHLY AVERAGE taken from the Amount of the 


Weekly Issuep 


of all the Promissory Notes and Post Bills of the Bank of England, 
from April 1882^ to March 1885^ inclusive. 




1882. 


1888. 


..Ti 
1884* i 


April . t • • 


£18^15,955 


£ 18,567,488 


ieaj,647,4«t 


May. . . . 


17,880,847 


18,888;297 


19^6^89^ 


June . . . 


16,601,814 


17,050,415 


19,141,068' 


Jhily . 

t 


19^14,806 


19,700,495 


81,660,978 


August • 


18,517,694 


19,748,656 


80,775,886 


September . 


17/>71,848 


18,884,689 




1 

October . . . 

• < 


17/»75,068 


18,681,588 


■ » 

88^55^8( 


November . . . 


17,458,767 


80,406,565 


81,188,848 


December • . . 


16,896,817 


17,955,779 


19.558,778 




1888. 


1884. 


18!»5. 




I9/)96j477 


19^00,615 


81,884,748 


February . . . 


18,174,771 


80,067,549 


81,888,658 


March .... 


17,889,588 


19/)98,688 


19,847,514 . 
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as proving) that even while the currency was undepreciated, 
according to its standard in this country, it was liahle to 
considerable fluctuation in value, relatively to the currencies 
of other countries ; and that the extent of this fluctuation of 
the exchange, m., from 86s. in 1779, to Sis. 5d, in 1783 ; 
and again to 87*. 6d, in 1793,.vi«., a fall of about .H pfiL., 
cent., and a rise of nearly 20 per cent., should be deducted 
from the effects ascribed specifically to the operation of the 
restriction on cash payments. 

I am perfectly aware that a considerable proportion of the 
fluctuation of the exchanges, in the period which I have no- 
ticed between 1779 and 1793, is referable to alterations in 
the relative values between gold and silver ; but so, likewise, 
has it been in the subsequent period. Subject to this allow- 
ance, it will appear that measuring the value of the currency 
of this country, either by the exchange with Hamburg, whic^ 
has the most perfect metallic standard, or by the price of 
silver, there was not in the whole period of upwards of teii 
years following the bank irestriction, with the exception of 
very short intervals ^in the yeara 1800 and 1801, a greater 
variation than had occurred in periods preceding 1797, 
wben the paper was convertibir aadthe coin perfect^ ^asid 
the legitimate practical inference is, that -if the run on the 
hank^^a 1797, had subsided saastoha(ve precluded the sus- 
pension, and that the bank had subsequently, while liable to 
pay in cash, regulated its issues, as it had done previously, 
there would not, down to the close of 1808, have been any 
sensible difference of prices, compared with those which 
actaiaily prevailed^ 
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COURSE of EXCHANGE o|i Paris in 1898, 24, 


and 95. 


T%e Par U u nearly ai 


Rates at which BilU were 


Pries of Gold 


poMibl«jr.85 1ft. 


aotwOly negotlatfd at SigbU 


A 1 AwV ^9m ^M^Mm%M m 


1898 January ... 17 


95 47} a. 25 50 




February « . 


. . 91 


25 (55 — ^6 60 




March . 


. . 18 


95 70 — 25 72i 




April . . 


. . 99 


96 75 — 95 77i 




May . . 


. . 98 


95 89} — 95 85 
95 67} — 95 70 




June . 


. . 17 




July . . 


. . 18 


95 70 — 95 75 




August 


. .19 


95 75 — 95 80 




Seplenber 


. . 19 


95 SO — 95 89} 


£. t. d. 


October . . 


. . 98 


95 69} — 95 67} 


' 8 17 6 


November . 


. 98 


95 60 — 95 62} 




Deoember . 


. . 96 


25 39} ""^ • • • 


• 


1824 January . . 


. . 6 


25 52} •— 95 55 




May . . . 


. . 95 


95 85 — 95 40 




June . 


. . 99 


95 35 — 25 37} 




July . . . 


. . 80 


95 15 — 95 90 




August . . 


• 81 


95 90 — 95 15 




September 


. . 98 


95 99} — 95 95 




October . . 


. 99 


95 10 — 95 19} 




November 


. . SO 


95 0« — 95 10 


^ ^ 


December 


. . 81 


95 05 — ... 




1^5 January . , 


. . 98 


95 05 — 95 10 


►8 17 9 


March . . 


. 1 


95 05 — 95 07} 




April . . 


. . 5 


95 10 — 95 19} 




May . ^ 


, . 8 


95 lOv -^ 95 19} 




June . . 


. . 8 


95 05 — 95 07} 




July . . 


. . 1 


95 05 _ 95 10 


> 8 17 10^ 


August 


. 9 


95 07} -r- 25 10 


September 


. . 6 


95 10 — 95 19} 




if 


. . 97 


95 17} — 95 90 




October . 


T 


95 95 1^ 25 97} 


V3 17 6 


If * 


. . 18 


95 15 — 25 17} 


9^ 

99 * 


. . 91 


95 17} — 95 90 


3 17 8 


9^ 

November 


. 4 


95 10 — 95 15 


3 17 9 


j» 


. 18 


95 tfJi — 95 10 


.3 17 lOi 


December 


. . 9 


95 19} — 95 15 


•f • 


. . 6 


95 15 — 95 90 


' 


9^ 


. . 9 


95 90: *- 95 95 




79 

^ * 


. . 90 


1^5 30 — 95 85 


» 3 17 6 


9P • 


. . 28 


95 95 — 95 97} 




' ft • 


. . 97 


25 90 — 95 95 




99 

9» • 


. . 80 


95 90 — 95 95 
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TABLE L Shewing the SCALE of CASH and BULLION in the Bank from 1788 to 1797. 

This afld the three following Tables are taken flrom the MwUhlff Magaxlne, for October, I797. 


• 


>5 


00 


00 •« 00 •« 00 
o» ee ^ ^ ^ #9 

^ ^ ^ ^ ^ 00 00 


11 


00 ^ 00 

a> 00 <o i-H 
M M « o». 


• 


1 

1 

J 
1 

1 
i 

m 

• 


• 

1 


1796 
January 


March 

May 

July 

September 

December 

1797 
January ^ 

February 4 


— 00 


M 8 S S.8 

R 5 R R 15 




• 

1 


8 




00 Q 00 00 xf* p 
CO 00 0« M ft* M 

00 10 t« ^ m M« 


00 eo 


0» ^ CO 
00 ^ ix 10 
0* 00 (M 0» 


• 


• 

§ 


September 88 
December 89 

1798 
March SO 

June 89 

September 88 

December 80. 

1794 
Mardi 89 


June 88 
September 87 


December 84 

1795 
March 

June 

September 


1 


• 




^ -^ CO M « '^ CO 

S S iS ?: s s s 


CO 

10 


M M CO 
*0 00 M 00 
10 10 <« « 






1 


1789 
March 88 


June 87 
September 86 
Deciember 84 

1790 
March 86 

June 85 

September 84 

December 81 


1791 
March 86 


June 85 
September 84 
December 81 

1799 
March 81 




i 


CO 

o* 

M 


00 CO CO 
»- M to A O) 

« M 0» ^ 


1140 
1870 


1186 

1184 
1840 
1404 


00 
•0 


00 

1 


1786 
March 84 

June SO 

September SO 

December SO 

1787 
Match 81 


June SO 
September 88 


December 89 

1788 
March 89 

June 88 

September 87 


M 

1 

1 


6 


s 


11% IS^S 


8 


II §1 




• 

1 


11788 
March 


June 

September 

December 

1788 
Maith 

June 

October 

December 


1784 
June 


September 85 
December 81 

1785 
Maich 19 

Jnae 85 


1 
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TABLE m. B^ing a SCALE of DISCOUNTS from 

1782 to 1797 in which unit is ^e medium. 



Year. 



1788 
1788 
1784 
1785 
1786 
1787 
1788 
1789 



Scale. 



1 to 1} 

li to 1 to 1} 

1 J to H 

1) to 2 to 1} 

about I 
li to H 
litolito i 
Jto i 



Year. 



1790] 

1791 J 

1792 

1798 

1794 

1795 

1796 

1797 



Scale. 



1 to ito i 

(to I 

1 to 8i to 1 
1 to 1} to 1 

1 to i to 1 
l)to8 to l^toS 

2 to li to 8} • 



* This b Inronglit down to the Ifilh of March or thereaboota. 
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TABLE IV. Being a MONTHLY SCALE of DISCOUNTS for the | 




years 1798, 1794, 1795, and 1796. . 1 

' 1 


Date. 


No. 


Dau. 


No. 


Date.' 


No 


> 


iNo.- 


1798 




1794 




1795 




11E96 




Jan. 5 


914 


Jan. 4 


101 


Janr. 4 


104 


Jan. 2 


ltd 


Feb. 1 


809 


Feb. 1 


no 


Feb. 7 


107 


Fehu. 6 




March 8 


217 


March I 


181 


March 7 


103 


March 5 


jlfT 


April 6 


820 


April 5 


187 


Apnl 11 


187 


Api» 2 


. 191 


May 4 


288 


May 8 


189 


May 2 


176 


May 7 


. 129 


June 1 


281 


June 18. 


147 


June 6 


157 


June 8 


16B 


July 6 


178 


July 5 


149 


July 4 


220 


July 2 


les 


August S 


128 


August 2 


120 


August 1 


151 


August 6 


> 188 


Sept. 7 


93 


Sept. 6 


90 


Sept. 5 


85 


Sept* 8 


' 151 


Oct. 5 


102 


Oct. 4 


92 


Oct 8 


79 


Oct. 1 


f I8d 


Nov. 8 


91 


Nov. 8 


85 


Nov. 7 


96 


Nov. . 8 


! 178 


Dec. 7 


89 


Dec. 1 


85 


Dec. 5 


140 


Dec. ' 8 


M71 
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'* By oon^ring these tables with each other, and also with 
some parts of the evidence delivered before the committees, 
it will appear that the truth which they were intended to 
conceal, is in a great degree capable of being unravelled. 
I have very good reason for believing (although the circum- 
stance is not inserted in either of the Reports), that one of 
the directors acknowledged that the Bank, in the course of 
six days before it stopped payment, had been drained of its 
cash, afker the rale of 100,000/. each day. From the 18th 
to the 25tb of February, therefore, the sum of 600,000/. 
was paid, and the fictitious number was, in consequence, 
reduced from 314 to 210. Hence it follows, that the mean 
number 660 denotes the sum of four millicms, and that the 
sum of 1,878,000/., represtoted by the number £10, was 
very nearly the cash remaining in the Bank on the day in 
which the directors were prohibited, by an order of council, 
from the further payment of their notes in money. 

In Table II. it appears, that the amount of cash and bul- 
lion, and bills discounted on the 86th of Febmary wais 
4,176,080/.; deducting 1,878,000/. from thus sum, the re^ 
mainder, or 8,904,080/., will be the whole amount of the 

, discounts on that day. 

In Table III., tl^e scale qt discounts in the beginning of 
the year 1797, is expressed by the nwnber 8 ; and on the 
16th March following, by the number 8^ In* February, 
therefore, it in most probibbly expressed by the intervening 
number 1^^ Now since unit is the medium, and the araoaift 
of the discounts on the Sdth Ifebiutry appears to be three 
millions nearly, it is highly probable that this unit denoteis 
two millions, and consequently that the fraction ^ denotes 

. one million. The truth of this supposition is in a great 
measure cpnfiixnedi by the evidence of Mr. Giles *, who ac- 
knowledges that, in the course of a little more than a fort- 
nigHt after the Bank had stoj^ped payment, they had in-. 

y ■ ■ II ■ » t i » I '» ■! ... I, y . ■ . 

* See the Report of the Secret Committee, p. 54. 
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oraaved tiheir discounts about two millionB ; and, in conse- 
queueei we find the scale is inereaaed an maX^ itCaok Ijjj to 
ife|» whidi aooo^ds eauctly with this 'evidence. Comparing 
the numben in Table III. Wilh those in the following table^ 
Idle mean number in the latter^ or that which expresses two 
millions^m^peBrs to.be 90u if, thef^fore, the (Mh and bnU 
lion, and the discounts be redueed agreeable t6 those sohi- 
tions, their amount compared with the bank notes in circu- 
lation, and the advances to government (as stated in the 
reports of the committees) will be as follows:" 



DATE. 


Caah and 
BaUion. 


Average 

of Bank Notes 

circalated. 


BUI* 
dliboiiated. 


Average 
Advance* to 
Government. 


1798 Maroh . . 


S/(08,000 


11>96S,820 


4,817,000 


8,785,900 


Jnne . * . 


4,418,000 


19,100,650 


5,198,000 


9,484,000 


September 


6,886^00 


10,988,680 


9/>65,000 


9,455,700 


December 


7,7e(MM)0 


10,967,810 


1^76,000 


8,887,500 


1794 March . . 


8,608,000 


11,159,720 


9,908,000 


8,494,100 


JStte ... 


8,908,000 


10,866,450 


8;968,000 


7,785,800 


September 


8,096,000 


10,848,940 


9,000,000 


6,779,800 


December 


7,768,000 


10,997,970 


1,887,000 


7,545,100 


1795 March . , 


7,940,000 


19,489,940 


9,987,000 


9,778,700 


June . . . 


7,856/)00 


10,919,680 


8,485,000 


10,879,700 


September 


5,79S,000 


11,084,790 


l,887/)00 


10,197,600 


December 


4/X)0/)00 


11,008,670 


8,109,000 


10,868,100 


]796 March . . 


8,972/)00 


10,894,150 


9,890,000 


11,851,000 


June . . . 


8,589,000 


10,770,900 


8,780/)00 


11,969.700 


September 


8,589,000 


9,790,440 


8,859/)00 


9,90U100 


December 


9,508/)00 


9,645,710 

« 


8,796/)00 


9/^11,400 


1T97 Feb. 96 


M79,000 


8,640,950 


9,905^)00 


10,679,490 



Thus far is extracted literally fnnn the Manthiy Maga- 
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^tne, for October, 1797, p. 849* to 251. The following 
Table, No. 5, is made up, as far as relates to the scale of 
cash and bullion and of discounts, from materials furnished 
by the foregoing Tables, Nos. 1 to 8. The amount of bank 
notes in circulation, and of advances to government, from 
1788 to 1798, is extracted from the Reports of the Lords' 
Committee of Secrecy in 1797, p. 96 and 98. 
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TAgLE v.— Shewing the SCALE of CASH and BULLON jn the BANK, 
the Amount of Notes in circiliation/of BiHs discounted, and of Advances 
to^€ldir«ciMieiit>' from ]789to 1799. 



■' J ; < * T' 



DATS. 



.^9VV 



602 
586 
882 
352 

208 

1S6 

78 

116 

224 
826 

445 

582 

884 

H74 

1226 

1178 
1220 
1256 
1190 

1096 
1140 
1270 
1186 



rr- 



Cash and 
' Battldn. 



Araonnt of Bank 
Kotes in CircnlaHon. 



»■■■ II I > If I 

' i i -, J ' 

9,160,470 
8,775,680 
6,87 1,800 
5,994,970 

7,888,280 
6,970,660 
5,894,520 
6,006,950 

6,716,950 
6,078,480 
5,948,380 



Bills diB(;oi\nted 

(Scale of DisconnttO 



Advances to 
t&dv^nment. 



■t 



1782 Mar. 
Jane. 
Sept. 
Dec. . 

1783 Mar, 
June. 
Oct. . 

jL^ec. • 

1784 June. 
Septi 25 
Dec. 81 

1785 Mar. 19 
June 25 
Sept. 24 
Dec. 81 

1786 Mar. 24 
June 80 
Sept. 80 
Dec. 80 

1787 Mar. 21 
June 80 
Sept. 28 
Dec. 29 



Computation at 



8,648,000 
8,552,000 
2,383,000 
2,133,000 

1,261,000 
824,000 
473,000 
708,000 

1,355,000 
:, 976,000 
2,697,000 

3,527,000 
5,358,000 
7,115,000 
7,430,000 

7,139,000 
7,394,000 
7,612,000 
7,212,000 

6,642>000 
6,909,000 
7,697,000 
7,188/)00 



Mar« 
June 
pet. 
Dec. 

Mar. 
June 
Oct. 
Dec. 

June 
Oct, 
Dec. 



A^ 



Unit suppoted to 



-l>- 



^1 to 1} 



9,991,678 



»lito 1 to li 



9,629,071 



f 



1| to 1} 



7,565,853 



IJ to 2 to H 



7,030,200 



VFeb.25 



about 1 



8,688,570 



6,634,872 



IJ to li 



7,144,896 



o 



iSI 
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TABLE V. 


'Continued* 


• 


DATE. 


Scale. 


Cash and 
BallioQ. 


Amoont of Bank 
Notoa in CiretiUaon. 


Bllti dlicoDnted. 

(S<«l«ofI>itcoaiit».) 


AUvancaf to 
Goyernment' 


1788 Mar. S9 


1184 


Covpaution at 
«M to 4,000,000. 






■0 9*M0,000. 




6,818,000 




June 28 


1840 


7,515,000 










Sept. 87 


1404 


8,509,000 


»FebJi5 


9^870,850 


U toll to i 


7,847,699 


Dec. 24 


1488 


8,715,000 


• 








1789 Mar. 88 


1468 


8,861,000 


•t 








June 87 


1684 


9,908,000 










SepU 86 


1764 


10,691,000 


' >, 


9j905,840 


JtoJ 


7,948,435 


Dec. 84 


1756 


10,642,000 










1790 Mar. 86 


1718 


10,876,000 


■\ 








June 85 


1658 


10,012,000 










Sept. 84 


1685 


10,204,000 


* « 


10,817,860 

V 


1 to 1 to } 


7,908,968 


Dec. SI 


1616 


9,794,000 


• 


■- 






1791 Mar. 86 


1516 


9,188,000 


-j 




^ 




June 85 


1558 


9,406,000 










Sept. 84 


1588 


9,588,000 


' ,» 


1 1,699,140 


lio ito| 


9i6»8,978 

1 


Dec. 81 


1420 


8,606,000 


■ 








1 798 Mar. 81 


18S6 


7,491,000 










. . June 80 


11S8 


0,861,000 








' 


Sept. 88 


1088 


6,855,000 


' *» 


11,849,610 


iiol 


9^880,838 


Dec. 89 


868 


5,260,000 
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COMPARATIVE STATEMENT of the PRICES of the following Articles 

in the Yean 1S88, \BU, and 1895. 



ABTIGUE8. 



Pric«s In 18S8. 
(In BoMd.) 



Prices in 18S4. 
(In Bond.) 



Prices ia 18S5. 
(In Boad.) 



Cochineal^ Spanish . . . 
Coffee, St. Domingo* . 
Cotton, Bowed Georgia 

Bengal and Surat 
Indigo, EUist India 
Iron, British , . 

Lead, British . . 



Saltpetre, East India 

Spices, Cinnamon 

Mace . . 



«. d. 

80 

88 

8| 

6i 

9 9 

£, '9. 

6 

89 10 
9. d. 
94 



Sugar, 



Silk, 



Nutmegs . 
Pepper, black . 
B.P. Ga2. average 
Havannah, white 

Reggio 

China, Raw . . . 

Spelter 

Tallow, St. Petersb. Y. C. 

Tobacco, Virg. ord. & mid. 

Wool, German, fine . . 



«. d, 

84 

118 
10| 
81 

18 

£. 9. 
7 

88 10 
9. d, 

89 



6 8 S S 
5 8 6 8 



8 1 

5i 

80 10 

44 

11 6 

80 

£. 9, 



9, d, 

81 

8i 

6 6 



8 6 

7} 

88 8} 

48 

16 

88 

£. 9. 



9. d» 

87 

8^ 

8 6 



Lswait. 

f. d, 

19 

58 

9 

6) 

9 

£. 9, 

6 

93 

9, d» 

80 

6 8 

4 8 

8 8 

5} 

89 8 

40 

11 6 

80 

£. ff. 

80 10 

9, d. 

81 6 
0. 8i 
6 6 



HUkwt. 
«. d. 

20 

75 

9i 

8| 

15 
jC. ff. 
11 p 

88 10 
9. d. 
88 

7 6 

5 10 

M 8 

6} 

84 $i 

44 

15 

tl 

£n 9. 

80 
9. d. 

84 6 




9 6 



4. 



9. d, 

86 

88 

1 Si 

16 

£. 9, 

18 

80 10 

9. d. 

86 

13 6 

\^ 

18 

9i 

45 8 

57 

n 

88 

£. 9, 

41 1$ 

9, d, 

48 



6i 
9 6 



L«w«st. 
9. d, 
19 

66 

9| 

6} 

18 
£. 9. 

10 

88 10 
9. d, 
84 

7 6 

5 6 

8 6 
6 

86 lU 
44 
18 

90 a 

£, 9. 

86 

9. d» 

81 6 

4 

6 6 



• In the early part of 1828, Prices of some Articles were diWen up by a specalation upon 
the wartlike aspect of politics, in conseqnence of the proposed Inyasionof Spain by Fk-ance, 
and the apprehension that this coontry migtit be involved In tbe war. 



Frinted by WILLIAM CLOWES, N»rtk«Bb«?UB4'CMa«, Strand. 
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